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Taxation Section 
EpiTep By J. A. L. GuNN, F.I.C.A. 


REMUNERATION OF DIRECTORS 
The following is a summary of the decisions of the Board of Review 
regarding remuneration of directors contained in Vol. 8 of the Board’s 
decisions : 





Claimed | Allowed | Allowed 


ag Particulars of Company by Tax- | by Com- by 
. payer |-nissioner} Board 


£ £ £ 





54 | Directors of suburban bakery business 
were A (1,990 shares) and his wife B 
(1,000 shares). Remaining 10 shares were 
owned by son C 


A. Salary £260; Director’s fees £520 .. 
Amount paid not disputed. 


B. Salary £260; Director’s fees £260 .. 
B received cash from carters, checked 
various records, attended to some cus- 
tomers, etc. 


. Salary £260; Bonus £250 .. 


The principal duty of C, a recently 
qualified baker, was to accompany one 
of the carters on his round. Once a 
week—sometimes oftener—he worked 
as a baker. The Board was not satis- 
fied that his effective work for the 
company extended over much more 
than normal hours for employees work- 
ing under industrial awards. 


Extract from Board’s decision: 

“The company’s records did not contain 
any record of the reason for the bonus 
payment, but the Board considered there 
was no need for undue emphasis on this 
point: the company was a family concern 
and directors’ meetings were rarely held.” 


A and his wife B were the directors and 
only substantial shareholders of a private 
company which conducted operations of a 
highly technical nature. Its paid-up capital 
was £487, and its profit for 1937, after 
allowing directors’ fees, was £122. For the 
previous four years of its existence the 
company operated under an onerous agree- 
ment with the supplier of its machinery 
and there were small losses after pro- 
viding for relatively small directors’ fees. 
As a result of A’s skill in designing new 
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Claimed | Allowed 


Particulars of Company by Tax- | by Com- 
payer |missioner 


£ £ 





machinery to replace that previously sup- 
plied the company was able to refrain 
from renewing the onerous agreement and 
by 1937 there was a remarkable expansion 
in its business. 


Extract from Board’s decision: 


“In deciding what it regards as reason- 
able remuneration the Board invariably 
keeps in mind the interests of the share- 
holders. Capital no less than management 
is entitled to its reward, even when (as in 
this case) the shareholders concerned are 
also the directors. The company has a 
paid-up capital of only £487, and the 
interests of the shareholders appear to 
have been well served by the fact that they 
now have a business which, in profit- 
making capacity, is far superior to what 
it was when the ‘X’ company’s agreement 
was in force. This is entirely due to the 
initiative displayed by the managing direc- 
tor in rendering the company independent 
of the ‘X’ company, together with his own 
and his wife’s efficiency and experience.” 


A private company carried on business as 
general merchants trading principally in 
machinery and chemicals. Its paid-up 
capital was 3,759 £1 shares, nearly all of 
which were held by A. The following 
table shows the trading results, etc., over 
a five-year period ending with the year 
under review: 


Profit Loss A’s 


Year Sales after providing Remunera- 
ended A’s Remuneration tion 


£ £ £ 
31/10/1933 5,262 _— 250 
31/10/1934 5,824 82 
31/10/1935 7,060 ~- 


250 
31/10/1936 6,995 _— 250 
31/10/1937 10,955 10 — 1,040 


At November 1, 1937, the balance to credit 
of Profit and Loss Appropriation Account 
was £16/11/7. There were no reserves 
and the company paid no dividend during 
SE Wi Nak as. aa dG. oe Gee Bee ae 








Extract from Board’s decision: 

“A, in fact, wishes to enjoy all the 
benefits of incorporation and all the bene- 
fits of being a sole trader, without being 
subjected to any of the respective disad- 
vantages.” 
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Claimed | Allowed 


Particulars of Company by Tax- | by Com- 
payer |missioner 


£ £ 





The business of a partnership of A and B, 
who shared profits as to two-thirds and 
one-third, was converted into a private 
company. By the vending agreement, the 
remuneration by way of salary and com- 
mission of A and B by the company was 
fixed in the same proportions. Its paid-up 
capital was £25,102. Of its assets £15,843 
was represented by goodwill. After pay- 
ing directors’ fees the profit for 1936 was 
£1,016. 

Extracts from the Board’s decision: 

“While the interests of A and B as 

directors have been carefully safeguarded, 
their interests as shareholders have been 
treated as of slight importance.” 
The Board pointed out that, after pro- 
viding £3,000 for directors’ fees, the return 
on paid-up capital was 16 per cent. The 
Board went on to say: “We do not think 
that a dividend at that rate could be re- 
garded as highly attractive, when the com- 
pany’s results depend so much on the 
personal services and efficiency of one man. 
We have not dwelt on the need, or at 
least the advisability, to provide reserves 
to meet contingencies. 

“Counsel for the company contended 
that the profit of £1,016 should be con- 
sidered only in relation to the amount of 
capital represented by material assets. We 
cannot agree, however, that the capital 
represented by goodwill should be steri- 
lized in this way, or (as counsel said) 
‘definitely discounted’ by reason of the 
service agreement with A and B. The 
goodwill was valued by A and C, and 
though intangible, it is a real asset. It is 
clearly entitled to its reward, and that 
reward can come only in the form of a 
return on the amount at which it has been 
capitalized—in other words, from a divi- 
dend on about £15,000.” 


A manufacturing company had four direc- 
tors, A and his three sons, B, C and D. 
Its paid-up capital was £40,000, on which 
dividends of 20 per cent. were paid in 1936 
and 1937. 

A, governing director .. 

At the hearing the claim with segned to 
remuneration of A was withdrawn. 

B, factory manager .. .. . 

The factory had 300 anton, fa: addition 
to supervising production and packing, B 
also attended to buying of raw materials— 
a very important matter requiring expert 
knowledge, which he had acquired by study 
and experience. 
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Claimed | Allowed} Board 
Particulars of Company by Tax- | by Com- | Allowed 
payer /|missioner 


£ £ 
C, secretary and accountant .. .. .. 2520 1520 
As proof of his efficiency, C said he had 
reduced bad debts from 2 per cent. to -1 
per cent. He was responsible for analysing 
costs and as a result certain varieties were 
eliminated. 


D, sales and advertising manager 


He had charge of 16 salesmen and was 
responsible for efficiency of delivery ser- 
vice. 





Extract from Board’s decision: 

“As to C, it is no reflection upon his 
ability to state that what no doubt, mea- 
sured by volume, constitutes the greater 
part of his duties as secretary and accoun- 
tant is work of a mere routine character, 
conforming to standards which are gene- 
rally accepted by efficient companies. Still, 
as we have already indicated, the stan- 
dards set by other businesses in the pay- 
ment of salaries for similar duties are not 
necessarily a true test in measuring the 
reasonableness of this director’s remunera- 
tion. We have to consider the fact that 
he is something more than secretary and 
accountant.” 


The paid-up capital of a manufacturing 
private company was approximately 
£35,000. Its directors were three brothers, 
A, B and C, and their fees were always 
fixed in proportion to their shareholdings. 


A controlled buying operations, sales of 
finished products, and finance a 


B was factory manager—an expert in his 
calling, and having 43 years’ experience .. 


C, assistant manager or superintendent .. 


The shareholders of motor car recon- 
ditioning company were A and B (wife of 
A), who owned all its shares. Directors’ 
remuneration absorbed practically all the 
company’s profits for 1936 


A, fees £1,020, salary £720 .. 
B, fees .. 


Extract from Board’s decision: 


“From the attitude taken up by the 
managing director, it seems clear that no 
dividends will be declared on the shares 
so long as he retains control. This atti- 
tude, if maintained, would deprive the 
shares of any real value, except in the 
event of a winding up. It is, however, a 
generally accepted principle that share- 
holders are entitled to some return by 
way of dividend on their invested capital.” 
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Claimed | Allowed 


Particulars of Company by Tax- | by Com- 
payer |missioner 


£ £ 





The two managing directors, A and B, of 
the taxpayer company were sons of the 
founder of the business. The third direc- 
tor, C, was the founder’s widow. The net 
profits for 1927, after charging directors’ 
fees, were £5,848, out of which the com- 
pany declared a dividend of 15 per cent. 























RACING AND BETTING LOSSES 


The taxpayer claimed a deduction for losses in connection with horse 
racing during year ended June 30, 1936. His racing activities began 
about twenty years previously. He had at various times owned twenty 
horses, including one which raced without success during the year 
under review. Some years before he bought a mare in New Zealand, 
brought her to the State where he resided, and from her bred two colts 
which he sent to another State to be trained. He apparently relinquished 
his racing interests, or moderated his activities, towards the end of 
1936. The taxpayer was a member of all metropolitan racing clubs 
in his own State, and was a patron of other racing clubs. He attended 
and made bets at all the principal meetings in the State, and occasionally 
visited another State capital for betting purposes. His only records 
were made in racing programmes or similar books, but these were 
destroyed after he had collected his winnings or paid his losing bets. 
The taxpayer also said that during the year in question he paid morning 
visits to training tracks, and acquired racing information from other 
sources. Held: claim allowed (1939) 8 C.T.B.R. Cas. 26. The Board 
distinguished the above case from that of Jones v. C. of T. (1932) 
2 A.T.D. 16 for the following reasons: 

“There are points of similarity between the matter before us and 
Jones’s case, but our view is that these do not put the two upon the 
same footing. One important difference is that Jones was betting 
haphazardly and for a comparatively brief period. Another is that 
Jones did not own, lease or breed any race horses, nor does it appear 
that he was an official or even a member of any racing club.” 





CoMMONWEALTH LAND Tax 
Mortgagee in Possession 


A reader has asked if and when a mortgagee is assessable to Com- 
monwealth land tax on property in respect of which he has entered into 
possession because of the mortgagor’s default. 

Particulars of such land should be included in the mortgagee’s first 
return to be furnished by him after he has been in possession for three 
years. The mortgagor also remains assessable on the land until his 
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equity has been extinguished by foreclosure or sale by the mortgagee. 
The mortgagor is deemed to be the primary taxpayer and the mortgagee 
in possession the secondary taxpayer. A deduction under S. 43 is 
allowed in the mortgagee’s assessment to prevent double taxation. 





AMENDMENTS TO TASMANIAN ACT 


The following is a summary of the numerous amendments made to 
the Tasmanian Land and Income Taxation Act by the amending Act, 
No. 15, of 1940: 


Land Owned by Pensioners 


Before the amending Act of 1940 S. 10 XIII provided for the 
exemption from Tasmanian Land Tax of any land owned by a person 
in receipt of a Commonwealth Old-age or Invalid Pension if the 
unimproved value of the land does not exceed £400. Under the amend- 
ing Act of 1940 a further limitation is imposed and the exemption is 
now granted provided the pensioner has no income from any source 
other than his or her pension. The exemption has also been extended 
to War Pensions. 


Exemption of Pay and Allowances whilst on Active Service 
The exemption of pay and allowances of members of the Navy, Army 
or Air Force whilst on active service contained in new S. 23 (s) of the 
Commonwealth Act is now also granted under the Tasmanian Act by 
new S. 28 XVII. 


Ex-Tasmanian Income Derived by Company 


New S. 28 XVIII of the Tasmanian Act grants an exemption of 
income derived from sources outside Tasmania by a company incor- 
porated outside Tasmania. This exemption does not, however, apply to 
income derived from, or which is the proceeds of, any business carried 
on by the company in Tasmania. 

Certain companies incorporated outside Tasmania are, according to 
the definition of “resident,” deemed to be “resident-companies” and 
would therefore, but for the above exemption, be liable to tax under 
the amended S. 30 in respect of ex-Tasmanian income notwithstanding 
that in reality they are not resident-companies. 


Income Derived by Resident of Tasmania 


Before the amending Act of 1940, S. 30 (1) I (a) of the Tasmanian 
Act provided for the inclusion in the assessable income of a resident of 
Tasmania of : 

“(a) the gross income arising, accruing, or derived directly or 
indirectly from all sources in the State, or received in the State from 
any source whether in or out of the State” which is not exempt income. 

It will be seen that division (a) did not include income derived by 
a resident of Tasmania from a source outside Tasmania which was 
not received by him in Tasmania. 

Division (a) has been deleted by the amending Act of 1940 and the 
following division has been inserted in its stead: 

“30 (1) The assessable income of a taxpayer shall include: I. Where 
the taxpayer is—(a) A resident—the gross income arising, accruing 
or derived directly or indirectly from all sources whether in or out 
of the State, or received in the State from any sources whatever” which 
is not exempt income. 
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Under the new provision a resident of Tasmania is assessable in respect 
of income derived from sources outside Tasmania (not being exempt 
income) whether or not that income is received by him in Tasmania. 
On the other hand any loss made in carrying on a business outside 
Tasmania would be an allowable deduction from Tasmanian income. 
Formerly, of course, no such deduction was permissible. 

For ordinary tax (as previously) assessable income would be subject 
to rebate under S. 110. This rebate does not apply for special tax. 


Ex-Australian Goods Imported into and Sold in Tasmania by 
Manufacturer 


Before the amending Act of 1940, S. 34 (4) of the Tasmanian Act, 
which was identical with S. 38 of the Commonwealth Act, provided 
that where goods manufactured out of Australia were imported into 
and sold in Tasmania by the manufacturer thereof, the deemed profit 
was ascertained by deducting from the sale price of the goods, their 
wholesale value in the country of origin at the time of shipment and 
the expenses incurred in transporting the goods to, and selling them in, 
Tasmania. 

Section 34 (4) has been expunged by the amending Tasmanian Act 
of 1940, and a new sub-section has been inserted in its stead which 
provides that the profit deemed to be derived by the manufacturer 
shall be ascertained by deducting from the sale price of the goods their 
actual cost of production or manufacture, together with transportation 
and selling expenses. 

The new sub-section provides that in any case where it appears to 
the Tasmanian Commissioner to be difficult to ascertain such actual 


cost, he may adopt as the cost any amount which he considers reasonable, 
arrived at in such manner and by such means as the Commissioner 
considers just. 


Deductible Gifts 


Three changes have been made to S. 51 (1) I, of the Tasmanian Act 
by the amending Act of 1940: 


(a) In addition to the funds, etc., enumerated in the paragraph, a 
deduction is now also allowed in respect of gifts to— 

(i) a public institution or fund established and maintained for 
the comfort, recreation or welfare of the Naval, Military 
or Air Forces of the Commonwealth; and 

(ii) the Commonwealth for purposes of defence. 

This concession is identical with that contained in new Com- 
monwealth S. 78 (1) (a) (viii) and (ix) inserted by the 
amending Act of 1940. 

Prior to the 1940 amendment, the minimum deductible gift 
under the Tasmanian Act was £5. The minimum deductible 
gift is now £1, which is identical with that under the Common- 
wealth Act. 

Where any person during the year of income has made periodical 
contributions to any of the objects set out in S. 51 (1) I of the 
Tasmanian Act and such contributions amount in the aggregate 
to £5 during that income year, such aggregate sum shall be an 
allowable deduction. Thus if a taxpayer gave £1 or more in one 
amount to a Tasmanian public hospital, the gift would be an 
allowable deduction. Also, if a taxpayer made, say, a monthly 
contribution of 10/- to a public hospital during the income year, 
the aggregate of £6 would be deductible. 
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Statutory Exemptions under Tasmanian Act 


A new section has been inserted in place of S. 53 of the Tasmanian 
Act by the amending Act of 1940. The effect of new S. 53 is as follows: 
(a) No person who is a resident of Tasmania and whose total 
income from all sources during the year of income did not exceed: 
I £104 (previously £125) ; 
II £150 (previously £200) if he is married ; 
III £400 (unaltered) if he is a returned soldier who is totally 
and permanently incapacitated ; or 
IV £500 (unaltered) if he is such returned soldier and is 
married— 
shall be liable to ordinary Tasmanian income tax. 
(b) In the following cases the taxable amount shall be ascertained 
by deducting from the net income: 
I If the taxpayer (not being a totally and permanently inca- 
pacitated returned soldier) had during the year of income 

a net income from all sources not exceeding £450 (previously 

£500) if married, or £400 (unaltered) if unmarried, the 

sum of £1 for every: 

(a) £3 (previously £2) comprised in the amount by which 
such net income was less than £450 if the taxpayer is 
married; or 

(b) £6 (unaltered) comprised in the amount by which 
such net income was less than £400 if the taxpayer is 
unmarried. 


Examples: 

(a) Net income of married resident taxpayer .. £400 
Amount by which net income is less than £450 
== £50. 
Statutory exemption is £1 for every £3 comprised 


ED 45 Gn 2a 86 de We SE be be ee de KMD 


Taxable amount .. .. . 


Net income of unmarried resident taxpayer .. 
Amount by which net income is less than £400 

= £100. 

Statutory exemption is £1 for every £6 com- 
i oa War Ss $0.96! a8 on he Oe ae 16 


I gta ue, he ae £284 


II If the taxpayer is a totally and permanently incapacitated 
returned soldier and his net income from all sources during 
the year of income does not exceed £500 (unaltered) if 
married or £400 (unaltered) if unmarried, the sum of: 

(a) £500 if married; 

(b) £400 if unmarried. 

III (new provision) If the taxpayer is a non-resident, the sum 

of : 

(a) £50 or the amount of his net income, whichever is the 
less, if his net income does not exceed £50; or 

(b) £50 less £1 for every £1 by which his net income exceeds 
£50 in any other case. 
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Example: 
Net income of non-resident individual .. .. .. £75 
Statutory exemption £50 — (75 — 50) .. .. .. 25 


pe eee eee 


Because of S. 117 of the Commonwealth Constitution Act, 
it is considered that residents of Australia (whether of Tas- 
mania or not) are entitled to the allowance under I and II 
—see paragraph 531 (b) of the Report of the Royal Com- 
mission on Taxation. As previously, the deduction is in 
first place made from personal exertion income. 


Assessments of Partnerships 

Section 71 (1) of the Tasmanian Act, as amended by Act No. 15 of 
1940, now reads: 

“A partnership shall furnish a return of the income of the part- 
nership, but shall not, except as provided in this Division, and S. 109 
(7), be liable to pay tax thereon.” 

The amendment, which appears in italics, will enable the Tasmanian 
Commissioner to issue assessments direct against non-resident part- 
nerships which carry on a mercantile business in Tasmania. The tax 
will be assessed against the partnership at the rates applicable to an indi- 
vidual as if the income were the income of one individual. 

Section 109 has been consequentially amended. 


Interest Paid By Companies 


Section 95 (1) of the Tasmanian Act has been amended by providing 
that a company is directly liable to pay tax on interest paid or credited 
by it to any non-resident “on money borrowed or accrued on, or used 
in relation to, assets used in this State,” i.e., in addition to interest on 
money secured by debentures or on money lodged at interest in 


Tasmania with the company. 
Non-resident Ship or Aircraft Owners 


Section 99 of the Tasmanian Act provides for the assessment of 
ship or aircraft owners not residing in Tasmania on an arbitrary 
taxable income of 74 per cent. of outwards freight and passage money. 
By the amending Act of 1940 they are also called upon to pay tax on 
74 per cent. of “all subsidies paid in respect of such ship or aircraft, 
whether in respect of passengers, livestock, mails, or goods, or other- 
wise, and whether received in this State or not.” 


a 


Insurance with Non-residents 


Before the amending Act of 1940, S. 103 (1) of the Tasmanian Act 
provided as follows: 

“Where an insured person, whether a resident or non-resident, 
has entered into an insurance contract with an insurer, and the 
insured property at the time of the making of the contract is situate 
in this State, or the insured event is one which can happen only in 
this State, the premium paid or payable under the contract shall be 
included in the assessable income of the insurer, and shall be deemed 
to be derived by him from sources in this State, and, unless the 
contract was made by a principal office or branch established by the 
insurer in this State, this division shall apply to that premium.” 

The words appearing in italics have been deleted by the Amending 
Act of 1940, and the words “is used wholly or partly” have been 
inserted in place of “the insured event is one which can happen only.” 


moe aie | 
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Liability will now arise on insured property not necessarily situated 
in the State at the time of making the contract. Also, the insured event 
may now happen elsewhere provided the insured property is used partly 
in the State. 

Deduction of Tax Paid Outside Tasmania 


The following words have been added by the amending Act of 1940 
at the end of S 110 (1)—“but no such deduction will be allowed in 
respect of any part of the income so derived if no income tax has been 
paid in respect of such part in the State, dominion, or country whence 
it was so derived.” 

The additional words make it clear that the deduction under this 
section only applies in respect of ex-Tasmanian income on which 
income tax has been paid elsewhere. 


Tasmanian Special Income Tax 


New S. 113 of the Tasmanian Act provides for exemption from 
special income tax where the net income from all sources, in Tasmania 
or elsewhere, of any person, other than a company, does not exceed: 

I In the case of a resident: 
(a) £150, if he is married; or 
(b) £104, if he is not married; or 
II In the case of a non-resident, £50 (but see reference to S. 117 
of the Commonwealth Constitution Act, ante). 

New S. 115 provides for the allowance of £13 to a resident individual 
in respect of each resident child under 16 years at the beginning of the 
income year wholly maintained by the taxpayer, subject to adjustment 
where the child is born during the year of income or attains 16 during 
that year, or is wholly or partly maintained during the whole or part 
of the income year. 

The 1940 Amending Tasmanian Act contains new provisions, 
Ss. 192-A to 192-O, post, for collection at the source of all income tax 
payable by employees, with the result that the machinery sections pro- 
viding for collection of wages tax at the source have been deleted from 
Part V of the Act. Section 4 of the 1940 Act provides, however, that 
every person who was required under Part V to keep any books, papers 
or documents shall preserve and keep those books, etc., for not less 
than two years after June 27, 1940. 


Penal Tax 


By an amendment to S. 176, if any additional land or income tax 
payable on an original assessment or an amended assessment is not paid 
before the expiration of the time prescribed, or such further time as 
the Commissioner allows, additional tax at the rate of 10 per cent. per 
annum is payable upon the amount unpaid. 


Release of Taxpayer in Case of Hardship 


Section 187 of the Tasmanian Act has been amended to enable relief 
to be granted in case of hardship in respect of land tax as well as income 
tax. 


Payment and Collection of Tax by Instalments 


New Sections Nos. 192-A to 192-O, which have been inserted in 
the Tasmanian Act by the amending Act of 1940, provide for collection 
at the source of both ordinary and special Tasmanian income tax 
payable by employees; also for arrangements to be made with the Com- 
monwealth for the collection of Commonwealth income tax by that 
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method. These new provisions, which are on similar lines to those in 
force in Victoria, operated as from August 1, 1940, as far as Tasmanian 
tax is concerned. No arrangements have yet been made as regards 
collection of Commonwealth tax by this method. 


Avoidance of Taxation 


Section 198 of the Tasmanian Act provides that any person who, 
by any wilful act, default, or neglect, or by any fraud, act, or contrivance 
whatever, avoids, or attempts to avoid, assessment or taxation, shall be 
guilty of an offence. The penalties provided were: Not less than £50 
or more than £500, and in addition treble the amount of tax involved. 
The Amending Act of 1940 reduces the automatic penalty of treble 
tax to “an amount not exceeding double the amount of tax” involved. 





Bap Dest INCURRED BY MONEY-LENDER 


In the memorandum of association of the taxpayer company power 
was given to lend money. It, in fact, lent money to four companies, 
A, B, C and D, controlled by it. It charged interest on the loans to 
D company only. The A company produced a product for export, but 
as it had hardly any capital, its operations were financed by the tax- 
payer company which, in addition, bought almost the whole of A 
company’s output. The A company suspended operations and the 
taxpayer company claimed a deduction of £1,338, the amount then 
owing to it, as a bad debt. Held: (by majority) claim allowed (1938) 
8 C.T.B.R. Cas. 23. 

The following is an extract from the decision of the majority of the 
Board of Review: 

“Interest and security are usual, but not essential, features of 
money-lending transactions of a business nature. In the present case 
there was no liability for interest, nor does it appear that any security 
was given. The absence of both or either of these features, however, 
does not prevent the transactions from constituting or helping to 
constitute a business of the lending of money . . . there was a series 
or repetition of acts, i.e., successive lendings of money, by the tax- 
payer to the A company, and previously to others. In our opinion, 
these acts constituted a business for the purpose of S. 63 (1) (b). 
Our opinion is strengthened by the decision of the High Court in 
Blockey’s case (31 C.L.R. 503), and particularly the remarks of 
Isaacs J. at pp. 507-8. See also the South Behar case ({1925] A.C. 
476; 12 Tax Cas. 657).” 





DepucTION oF GIFTs TO PATRIOTIC FUNDS, ETC., UNDER 
New Soutu Wates Act 


The New South Wales Taxpayers’ Association has been advised by 
the Colonial Treasurer (Mr. A. Richardson) that following repre- 
sentations made Cabinet has decided to amend the State Income Tax 
(Management) Act to permit of the allowance of a deduction of gifts 
made to (a) a public institution or public fund established and main- 
tained for the comfort, recreation or welfare of members of the Naval, 
Military or Air Forces of the Commonwealth; and (b) the Common- 
wealth, when made for purposes of defence. 

The concession is the same as that made by a recent amendment of 
the Commonwealth Income Tax Assessment Act. 
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DEDUCTION OF UNRECOUPED CAPITAL EXPENDITURE OF PROSPECTING 
oR MINING FOR PETROLEUM 


As stated on pp. 366-7 of the January, 1940, issue of The Australian 
Accountant, the Commonwealth Income Tax Assessment Act was 
amended in 1939 so as to grant an allowance to taxpayers deriving 
income from mining operations in Australia, Papua or New Guinea for 
the purpose of obtaining petroleum, of the unrecouped capital expen- 
diture incurred in such operations. It was pointed out in the above- 
mentioned article that the new provision was defective and would deprive 
taxpayers of the full benefit intended by Parliament. This defect has 
been remedied by the amending Commonwealth Act of 1940. New 
section 123 A, as amended, reads as follows :— 


S. 123 A (1). In this section— 


“Net assessable income” means the amount remaining after deducting from the 
assessable income derived by the taxpayer from the sale of petroleum and its 
products all outgoings (other than outgoings of a capital nature) incurred in 
gaining or producing that assessable income and any taxes paid in respect of that 
assessable income; 

“Net exempt income” means the amount remaining after deducting from the 
exempt income derived by the taxpayer from the sale out of Australia of 
petroleum and its products all outgoings (other than outgoings of a capital nature) 
incurred in gaining or producing that exempt income and any taxes paid in respect 
of that exempt income; 

“Unrecouped capital expenditure” means the amount remaining after deducting 
from the total amount of the capital expenditure incurred by the taxpayer prior 
to the year of tax in prospecting or mining for petroleum in Australia or the 
Territory of New Guinea, and in plant necessary for the treatment of that 
petroleum the total of the net assessable income derived by the taxpayer prior to 
the year of income (except income in respect of which the tax»ayer has paid or 
is liable to pay tax under this Act) and the net exempt income derived prior to 
and during the year of income.” 

(2) Where a taxpayer derives income from carrying on mining operations in 
Australia or the Territory of New Guinea for the purpose of obtaining 
petroleum, the amount of the unrecouped capital expenditure (not exceeding the 
amount remaining after deducting from the assessable income derived from the 
sale of that petroleum and its products all other deductions allowable in respect 
of that assessable income) shall be an allowable deduction. 

(3) The provisions of sections one hundred and twenty-two and one hundred and 
twenty-three shall not apply to any expenditure to which the section applies. 


The example quoted in the journal (Vol. VIII, pp. 336-7) is re-stated 
in terms of s. 123 A as amended by Act No. 17 of 1940:— 


Year ended June 30, 1940 


Capital expenditure of company to June 30, 1940 


In prospecting or mining for petroleum .. .. .. £38,000 
In plant necessary for treatment .. .. .. .. .. 30,000 


Net assessable income 


Derived from sale of petroleum and its products 
N.B.—Year ended June 30, 1940, is the first 
income year in which income was derived. 

Outgoings (other than capital outgoings) in- 
curred in gaining above assessable income . 
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Net exempt income 


Derived from sale out of Australia of aern 
and its products .. .. 

Outgoings (other than capital outgoings) i 
curred in gaining above exempt income .. .. 


Unrecouped capital expenditure 


Capital expenditure incurred prior to year of tax 
ended June 30, 1941, as above . - 

Net assessable income derived prior to year of 
income ended June 30, 1940 . ‘a 

Net exempt income derived prior ‘to and ‘during 
year of income ended June 30, 1940 . 


As defined by s. 123 A (1) .. .. .. 


Assessment 


Assessable income as above .. 
Allowable deductions . 


Deduction under s. 123 A (2) .. 


Taxable income .. .. .. .. .. 2. we ce oe oe 


N.B.—The taxpayer is not entitled to deduct the balance of the 
unrecouped capital expenditure from any other assessable income 
derived by him, s. 123 A (2). 


Year ended June 30, 1941 
Capital Expenditure 


To June 30, 1940 .. .. 
Additions year ended June 30, 1941 . 


Net assessable income 


Year ended June 30, 1940 .. .. .. .. 
Year ended June 30, 1941 
Assessable income .. .. .. .. .. 
Outgoings .. .. ss «oe SS 
State taxes so paid during year of 
income in respect of assessable 
ee er 
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Net exempt income 


Year ended June 30,1940... .. .. .. 
Year ended June 30, 1941 
Exempt income .. ee 
Outgoings .. .. ea 
Ex-Australian taxes ‘paid i in respect 
of above exempt income .. .. .. 300 


Unrecouped capital expenditure 
Capital expenditure incurred prior to year of tax 
ended June 30, 1942, as above . 
Net assessable income derived prior to year of 
income ended June 30, 1941, as above .. 
Net exempt income derived prior to and during 
year of income ended June 30, 1941, as above 


Ain Golmed by =. 323 A (1) .. .. .. 2s 0s ss 


Assessment 


Assessable income .. .. .. .. .. .. .. «sc; 
Outgoings .. .. . 


State taxes paid during year of ii income .. .. .. 


Deduction under s. 123 A (2) .. .. .. .. .. 


Taxable income .. .. 
Tax on £53,000 @ 25. in “— 300. 


Year ended June 30, 1942 
Capital expenditure 
To June 30, 1941 .. .. 
Additions year ended June 30, 1942 . 


Net assessable income 


Year ended June 30,1940... .. .. .. 
Year ended June 30, 1941 .. .. .. .. 


Year ended June 30, 1942 
Assessable income .. .. .. .. .. 
Outgoings .. . <<. 
Federal tax paid in "respect of 
assessable income (see bs 
ended June 30, acapella .. 5,300 
State taxes so paid .. .. es 
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Net exempt income 


Year ended June 30, 1940 . eC 
Year ended June 30, 1941 .. .. .. .. 
Year ended June 30, 1942 .. .. .. .. 


Unrecouped capital expenditure 


Capital expenditure incurred prior to 
year of tax ended aes 30, 1943, as 
above .. .. 

Net assessable income derived prior to 
year of income ended June 30, 1942, 
as above .. ; 

Less—Income in respect of which the 
taxpayer has paid or is liable to pay 
Commonwealth income tax (being 
taxable income of year ended June 
SEE 0h: wo Saree ue Kir-be-Se 


Net exempt income derived prior to and 
during year of income ended June 30, 
Pe Gs is ke Ga we SB we 


As defined by s. 123 A (1) .. .. .. 


Assessment 


ED <5 ue oe ww ee 0% 20 4-08 
Outgoings .. .. . ‘ 
State taxes paid ‘during year of i income .. .. .. 


Deduction under s. 123 A (2) .. .. .. 


Tax on £22,000 @ 2s. in £ = £2,200. 


Reconciliation 


Total capital expenditure .. .. 
Less net exempt income for 1940-2 . 


Capital expenditure recouped from net inenantiie 
income .. = 


Allowances to company for amend capital 
expenditure :-— 
ee 
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Dividends paid by petroleum companies 


Provision is also made by the amending Commonwealth Act of 1940 
for the exemption from Commonwealth income tax of dividends paid 
to shareholders by a petroleum company until the capital expended by 
the company in prospecting or mining for petroleum has been recouped 
from income derived by the company. The Commonwealth Treasurer 
pointed out in his second reading speech that this exemption is the 
logical extension of the exemption granted under s. 123 A to companies 
prospecting or mining for petroleum. 

New section 44 (2) (d) provides as follows :— 

The assessable income of a shareholder shall not include dividends— 

(d) paid by a company wholly and exclusively out of the amount remaining after 
deducting from the income (not being income in respect of which the 
company has paid or is liable to pay tax under this Act)— 

(i) which the company has derived from the carrying on by it of mining 
operations in Australia or in the Territory of New Guinea for the 
purpose of obtaining petroleum; or 

(ii) which the company jhas received as dividends from another company 
and which dividends are, by reason of the last preceding sub- 
paragraph, not included in the assessable income of the first- 
mentioned company, ard out of which dividends are paid wholly and 
exclusively by the first-mentioned company, 

all outgoings (other than outgoings of a capital nature) incurred in gaining 
or producing that income. 

In the above-mentioned example, if the company paid a dividend 
of £60,000 out of its divisible profits of year ended June 30, 1941, 
the dividend would be included in the assessable incomes of its share- 
holders. If, however, the company paid two separate dividends of 
£20,000 and £40,000 out of the profits of that year—the first of £20,000 
wholly and exclusively out of £28,000 being that portion of its income 
in respect of which it has not paid and is not liable to pay Common- 
wealth income tax by reason of the deduction for unrecouped capital 
expenditure under s. 123 A; the second of £40,000 out of the balance 
of its profits of year ended June 30, 1941—the first dividend of £20,000 
would not be assessable income of its shareholders; the second dividend 
of £40,000 would be assessable in their hands. 





COMMONWEALTH INCOME TAX RETURNS 


Commonwealth Regulation 21, as amended by No. 138 of 1940, pro- 

vides : 

(a) Where the income from sources in Australia is derived wholly 
within one State, the Commonwealth income tax return shall 
be lodged with the Deputy Commissioner in that State. 

(b) Where the only income derived by a resident of a State from 
sources outside that State consists of earnings, salary or wages, 
his Commonwealth return is also to be lodged with the Deputy 
Commissioner in the State in which he resides 

(c) Subject to (b), where the income from sources in Australia is 
derived not wholly within any one State, the Commonwealth 
return is to be rendered to Central Office, Melbourne 

(d) Where the income is derived wholly from sources out of Aus- 
tralia, the Commonwealth return is to be rendered to Central 
Office, Melbourne. 

(e) Notwithstanding anything set out above: 

(i) any person resident in the Australian Capital Territory; 
and 
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(ii) any person whose income from sources in Australia is 
derived wholly within the Australian Capital Territory, 
shall lodge his return with the Commissioner at Canberra. 

Regulation 22 provides that where part of the income consists of 
dividends on shares in companies and the remainder of the income 
from sources in Australia has been derived wholly within one State, 
the return may be furnished to the Commissioner at the office of the 
Deputy Commissioner in that State. 





MINING COMPANIES 
Deductions under Queensland Act 


Sub-sections (1) and (3) of Section 41 of the present Queensland 
Income Tax Assessment Act provides as follows: 

(1) In calculating the taxable income of companies which carry on in the 
State the business of mining, a deduction shall be allowed of such amount 
of the company’s profit of the year of income as in the opinion of the Com- 
missioner should reasonably be allowed for recoupment of the cost actually 
incurred by the company in respect of labour or material employed in 
developing the mine (including expenditure on housing for employees of 
the company, roads, dams and community services), and of any expenditure 
on plant used for preparation or treatment of gold, silver, base metals, 
rare minerals or oil for the market and in the recoupment of three-fourths 
of the cost of any machinery erected for raising ores and other materials 
from the mine. 

(3) When a mining company is reconstructed and it is shown to the satisfaction 
of the Commissioner that after reconstruction the company is to all intents 
and purposes the same as before reconstruction, such reconstructed com- 
pany shall be entitled to the same exemption from income tax as the 
company was entitled to before reconstruction. 

The previous Queensland Act contained similar provisions. 

A Queensland mining company was incorporated in 1909, its paid-up 
capital being £18,175. In 1916 the company was reconstructed, the 
new company’s paid-up capital being £8,104. From 1920 until 1935 
the new company was assessed at a rate calculated with reference to 
the paid-up capital of its predecessor, viz., £18,175. In 1936 the Com- 
missioner abandoned that basis and assessed the company at a rate 
calculated with reference to the present company’s actual capital, 
£8,104, and reserves, £962. Held: that the assessment for 1936 was 
correct. Sugarloaf Colliery Ltd. v. C. of T. (Q.) (1940) 2 A.I.T.R. 68. 

The Queensland Full Court made it clear that it was only in relation 

1 the deduction under S. 46 (1) (i.e., for recoupment of cost of 
evelopment, etc.) that a reconstructed company was entitled to the 
ame exemption from income tax as its predecessor. “The history of 
we legislation may be regarded (Hawker v McLeod (1910) 10 C.L.R. 
628, at p. 641), and it points strongly to the conclusion that it was 
this exemption (now called a deduction) to which the reconstructed 
company is entitled. I have no doubt this company was reconstructed. 
It is claiming an exemption with respect to the computation of its 
capital which affects the rate of tax. I am of opinion that no such 
exemption ever existed under the former Acts and that it does not 
exist under the present Act. There is no suggestion that the Commis- 
sioner of Taxes has ever refused to allow a proportionate deduction 
of the cost of development expended by the original company,” per 
E. A. Douglas J., at p. 74. 
_ Inhis judgment Webb S.P.J. said: “I think it is beyond question that 
if a Commissioner of Taxes wrongly construes the Act in any par- 
ticular year, he does not continue to be bound by any such miscon- 
struction.” 
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War-TIME (Company) Tax 


At the moment of writing these notes the daily Press has announced 
that the Commonwealth Government will probably drop the War- 
time (company) tax proposals during the life of the present 
Parliament. 

In these critical times it is the plain duty of every citizen to give 
sympathetic consideration to the Commonwealth Government’s taxation 
proposals. Bearing this in mind, and holding, as I do, the Common- 
wealth taxation authorities in the highest esteem, it is with the 
profoundest regret that I am compelled to join in the general 
condemnation of this Bill as a gross offence against the two fundamental 
principles of taxation. In short, it is inequitable and complicated. 

On the first reading of the Bill it was apparent to every student of 
taxation that it was a sickly child, conceived in panic. At the first I 
thought it might be possible with heroic doses of amendments to give 
it an appearance of health, but I now believe the case to be quite 
hopeless and that for the economic well being of the community, the 
child had better die. 

I am not the least impressed by the fact that similar legislation has 
‘been enacted in other parts of the Empire where taxpayers are 
accustomed to such crude form of taxation. The existing Common- 
wealth legislation conforms more closely to the doctrine of “ability 
to pay” than elsewhere, and there are ample means of obtaining 
additional revenue by using the present taxation machinery to better 
purpose. Proposals in this direction are submitted at the end of 
this note. 


In an effort to remedy some of its more glaring anomalies, the 
Commonwealth Treasurer submitted an explanatory memorandum con- 
taining a number of amendments proposed to be made to the Bill. 
Some of these amendments are dealt with below; the remainder will be 
discussed in the October issue of the Journal. 


Amount Standing to the Credit of Profit and Loss Account 


It was recommended in the June issue of the Journal at p. 293 that 
the definition of “capital employed” be amended so as to include 
“amounts standing to the credit of the profit and loss account at the 
beginning of the accounting period.” The object of this recommenda- 
tion was to prevent companies which balanced their accounts half-yearly 
or at more frequent intervals, from deriving a benefit as against those 
which balanced their accounts annually. 

The definition of “capital employed” has been amended so as to 
include— 

“Accumulated profits, averaged over the accounting period, including 
amounts standing to the credit of the Profit and Loss Account at the 
commencement of the accounting period but not including any profit 
of the accounting period.” 


Premiums on Shares 


All doubts as to whether premiums received on shares form part of 
the capital employed (see August Journal) have been removed by the 


inclusion of— 
“Any reserve, averaged over the accounting period, which has been 


created out of premiums received on the issue of shares.” 
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Amount Standing to the Debit of Profit and Loss Account 


The Bill, as originally drafted, provided for a deduction from the 
capital employed of “the amount (if any) standing to the debit of profit 
and loss account at the commencement of the accouuting period.” 

This provision has been omitted from Clause 21, as amended. In 
explanation, the Commonwealth Treasurer stated that “it is considered 
that the reduction of capital by the amount of a profit and loss debit 
would cause hardship. Under the proposed amendment the percentage 
standard deduction will be allowed upon capital which has been 
temporarily lost but which will be restored out of future profits, if any.” 


Goodwill, etc., “Created by Company” 


This subject has been discussed ad nauseam in previous issues of 
the Journal. In the July issue at p. 375 it was recommended as one of 
two alternatives that all goodwill be excluded from the balance sheet, 
except where it has been bought for cash. 

The Government has partially adopted this recommendation by 
providing that— 

“Where the asset is— 

(i) goodwill; 

(ii) a right in or under any copyright, letters patent, design, trade 

mark, trade name or secret process; or 

(iii) any other prescribed asset to which the foregoing provisions 

of this subsection do not apply, 


which has not been purchased,” the value of that asset, for the purpose 
of determining the capital employed is Nil. 

Where goodwill, etc., has been purchased by the company (presum- 
ably for any valuable consideration, including shares) the asset is to be 
brought to account at its cost price. 


Alternative Proposals 


Although informed opinion in Australia is overwhelmingly against 
the proposed War-time (company) tax, it is quite useless urging its 
abandonment unless more equitable means can be found of filling the 
resultant hole in the revenue. The necessary additional revenue can be 
readily raised without adding to the present Commonwealth tax struc- 
ture. 

First of all, the executive committee of the New South Wales Tax- 
payers’ Association recommends the imposition of a super tax of 1/- in 
the £ without rebate. The following is an extract from the Association’s 
circular to members of Parliament :— 

“While recognising the need for additional war-time revenue the 
Taxpayers’ Association, in company with other authorities, considers 
that the incidence of such taxation should depend on the amount of 
income earned and not on the amount of capital. 

“As an alternative to the Government’s proposals the Association 
suggests that a super tax of 1/- in the £ (without rebate in share- 
holders’ assessments) be imposed on all company profits. It is estimated 
that this would yield £4,000,000 per annum. If shareholders’ rebates 
were allowed as for ordinary taxation the rate of super tax would have 
to be substantially greater. If further revenue is essential the super 
tax could be extended to all business profits (whether earned by 
companies, partnerships or individuals). 
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“The advantages of such an alternative are :— 


“(1) Tax would be paid by all companies strictly in accordance with 
the amount of profits earned. 

“(2) The tax would be simply ascertained and would avoid the many 
complexities inherent in the present Bill. 

“(3) There would be little scope for differences between taxpayers 
and the Department, since the amount of income is practically 
a certain factor. Under the Bill appeals to a Board of Review 
and/or a Board of Referees are contemplated. Much litigation, 
delaying the collection of tax, is certain to result. 

“(4) The tax would avoid all the drawbacks and anomalies apparent 
in the Queensland system of taxing companies, upon which the 
present bill has been modelled.” 

The writer also suggests the adoption of some or all of the following 

ways of obtaining additional income tax :— 

(a) An increase in the rate of additional tax payable by public 

companies on their undistributed profits from 1/- to 2/- in the £. 

(b) The abolition of the dividend rebate or alternatively limiting the 

rebate to 1/- in the £. 

(c) The disallowance of State income taxes paid as a deduction for 

Commonwealth purposes. 

(d) The disallowance of rates and Land Tax on non-income produc- 

ing property. 

(e) The placing of an income limit of, say, £1,000 in respect of all 

concessional deductions. 





Articles in Overseas Journals 


The Accountant 

June 15, 1940.—Leading Article on Men, Materials and the Civilian; 
Accountants and Inflation, by C. D. Humphreys ; The Modern Ledger 
—I, by P. F. W. Soper. 

June 22, 1940.—The Initiative, by Professor J. H. Jones; The 
Modern Ledger—II, by P. F. W. Soper. 

June 29, 1940.—The Island Fortress, by Professor J. H. Jones; 
The Modern Ledger—III, by P. F. W. Soper. 

July 6, 1940.—The Appointment of Directors, by F. Shackleton. 


The Accountants’ Magazine 
June, 1940.—Taxation and the Real Costs of War, by H. C. F. 
Holgate ; Economy in Bookkeeping, by J. J. Cadigan. 


The Certified Accountants Journal 
July, 1940.—Leading Article on The War Budgets. 


The Journal of Accountancy 
July, 1940.—The British Accountancy Profession and the War; 
Experiences with Extensions of Auditing Procedure for Inventories, 
by C. O. Wellington; Audits of Agricultural Co-operatives, by W. L. 
Bradley; Non-expanding Economy and Profit Sharing, by K. Fick; 
— to Budgetary Control in the Dairy Industry, by A. 
errick. 
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Construction Costing 
By C. A. Perrtam, A.u.A. (Com.) 


As most construction costing is similar, I shall confine the examples 
given to the construction of a bridge with a reinforced concrete sub- 
structure and a steel super-structure. This will enable readers to 
visualise the requirements of the costing system, and then see that 
they are met. I shall deal only with the special features of construction 
costing, and not attempt to include matters which are common to most 
businesses, such as entries in ledgers; payment of wages and accounts; 
etc. 

Objects of Construction Costing 


The main problem confronting the contractor is to get the job 
done as economically as possible, without sacrificing the quality of the 
workmanship. Helping to solve this problem is the real object of cost- 
ing. The chief object is to detect inefficiency. This means that right 
from the commencement of the job the management must be placed 
in possession of facts which enable it scientifically to gauge, and effect- 
ively control the efficiency of, each section of the job, and also the job 
as a whole, with regard to labour, material, and plant. Another import- 
ant object of costing is to forecast future results, so that the job can 
be properly financed. A third escential ahject is to supply reliable 
data for future estimating. 


Information the Costing Should Supply 


In order to save much descriptive work, I have included in this 
article Cost Statements which will give the reader some idea of the 
information which the management of a construction job requires. To 
show how the costs may be dissected I have set out in the Statements 
items which completely cover the construction of an Abutment for a 
bridge. 

Preparation of the Estimate 

Before a tender can be furnished an estimate of the job must be 
made. This tender must be accurate, because the whole superstructure 
of the costing is based upon it. The first thing to do in the prepara- 
tion of the estimate is to itemise the whole of the work to be per- 
formed. An appropriate unit in which the items are to be expressed 
must be chosen, for example, cubic yard of concrete placed. Great 
care must be taken to see that every detail of the work is included in the 
estimate, and that overlapping does not occur. It must be seen also 
that each item is described clearly, so that each officer in the organis- 
ation can make himself thoroughly conversant with the section of the 
estimate which affects him, with the minimum of difficulty. The next 
step is to compute the amount of labour, material, and plant and stores, 
which will be necessary to complete each item. 


Labour Estimate 


The labour estimate is first computed in man-hours. Past experi- 
ence is the basis of such estimated costs. Man-hour costs are used 
because the rates and conditions of labour vary considerably from time 
to time, thereby causing the money costs to be an unreliable medium 
for measuring efficiency. In addition to the general conditions of the 
labour market, the amount of overtime worked varies from time to 
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time—this affects money costs but not man-hour costs. And so it will 
be seen that even for the particular job under consideration man-hour 
costs are more valuable than money costs. But, as already stated, one 
of the chief objects of costing is to provide reliable data for subsequent 
tendering. It will readily be appreciated that as time and distance 
intervene between the jobs under consideration, money costs become 
of less and less value, whereas man-hour costs are not affected by these 
elements. It will be noted therefore, that man-hour costs per unit 
are the predominant criteria in determining the efficiency of the job. 
After the man-hour costs have been ascertained the money costs 
are computed by applying the rates of pay which are likely to exist 
throughout the job. The money costs, of course, are the important 
criteria in considering the financial position of the current contract 
because they take into account both efficiency and economic conditions. 


Material Estimate 


Material costs too are procured in quantity as well as money costs. 
To this end, the same principles as were adopted in preparing the labour 
estimate are used. The quantity costs are based on past experience, 
and the money costs are arrived at by applying the current prices to 
these quantities. 

Plant and Stores Estimate 

The next estimate to prepare is that of plant and stores. Plant costs 
refer to mechanical appliances. They include depreciation, fuel, repairs, 
and insurance; but exclude attendants’ wages. Stores include tools, and 
material which is not consumed by plant, such as explosives for exca- 
vation. These costs, too, are based on the same criteria as the labour 
and material estimates—experience and current prices. 

With regard to the plant estimate, the unit costs in “Hours” are 
obtained, naturally, by ascertaining the number of hours the plant will 
need to operate in order to complete the various units. To arrive at the 
unit costs in “Money,” the cost per hour to run the plant (making due 
allowance for idle time), is first ascertained, and then this figure is 
multiplied by the number of hours in use to complete each unit. 

Stores are shown in ““Money” costs only. As the money value of these 
is comparatively small, the fact that they are not shown in quantity is 
not important. 

Just as “man-hour” costs per unit are shown in the Labour estimate 
because they indicate the efficiency displayed in performing the work, 
so “material” costs per unit are shown in the Material estimate, and 
“hours in use” per unit in the Plant and Stores estimate, because they 
are the figures which detect waste and pilferage. The purchase prices 
of materials will naturally show up in the money costs, and will, of 
course, determine the financial state of the undertaking, but the time to 
concentrate on this matter is before placing the orders—it is beyond 
the power of the costing to rectify mistakes made in placing orders. 


Treatment of Overhead and other Charges which are Difficult 
to Appropriate 
Overhead charges, such as wages for supervision, watchmen, holiday 
and wet day pay; workmen’s compensation insurance; maintenance of 
workmen’s camps; are very difficult to appropriate. For this reason I 
think it is best to make a special item in the estimate for these charges. 
An alternative method is to spread them over the work done on a per- 
centage basis. If this is done it involves a good deal of work, and the 
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statement becomes more complicated. This is most undesirable, as the 
chief aim of the costing is to produce figures to the management which 
enable it to see at a glance how the actual costs compare with the esti- 
mated costs, for the purpose of detecting inefficiency. As far as keep- 
ing a detailed check on the overheads themselves is concerned, this is 
not very practicable because some of this expenditure has a direct bear- 
ing on the amount of wages paid, and other of it, the like of super- 
vision, must be dealt with largely on its merits—it might not cost any 
more to supervise 70 men than it would 50. So by having a special item 
for overheads the rest of the statement is easier to read, less work is 
entailed, and no check on expenditure for overheads is lost. 

I have already said that with regard to plant, costs per hour to run 
the plant are computed, and the charges are then allocated over the 
various items on the basis of hours in use. This method is quite all 
right when an item of plant is used fairly continuously on the one job, 
but the like of a tug towing punts, which contain various things, about 
the river, needs to be dealt with differently. If the tug is engaged in 
routine work it is best to follow the method already referred to—the 
charges being appropriated on an “hours in use” basis, but frequently a 
tug has many jobs to do which cannot be accurately forecast, and in 
such cases I think the charges involved in its use are best made a special 
item. A fairly accurate estimate of the cost of the tug for the 
duration of the job can be made. This is based on so much a week. As 
far as keeping a check on the actual expenditure is concerned the unit 
could be “cost per week,” and thus any departure from the estimated 
cost would be brought to book. There is not much fear of leakage from 
an item like this, because whether the tug is used or not the expenditure 
of wages for crew, and fuel, continue to much the same extent because 
the tug must be kept in readiness. With regard to conserving the costs 
for future tendering, in the case of the tug mot doing routine work, the 
cost per week to run is all that is required. The data would be less 
valuable if tug charges had been spread over the various items, because 
they would then include the burden of idle time, which probably would 
vary in extent from job to job. 

After including labour, material, and plant costs for each item of 
work to be done, and adding overhead and special costs, the estimate 
for the local expenses is complete. It is then necessary to add Head 
Office charges, and the desired profit, and the tender price is fixed. The 
estimate then forms the basis for the costing of the job. 


Presenting Costs to Management 


When considering the best way to present the figures to the manage- 
ment, it must be remembered that the executives’ time is very valuable, 
and therefore the Cost Statements must show all the information that 
could be desired, and yet at the same time, be quite easy to follow. This 
is one of the reasons why I think it is wise to prepare three separate 
cost statements, viz., Labour, Material, and Plant and Stores. (Illus- 
trations of such cost statements are given in Figures 1, 2, and 3.) If 
the costs are combined the busy executive is apt to look at the total 
cost only for each item, and if it compares favourably with the estimated 
cost he may pass over the individual charges which compose the total. 
This is very undesirable because, as already stated, the chief object of 
the costing is to detect inefficiency, and this can only be done by scrutin- 
ising each section of the costs. It is almost impossible to include all 
the desirable information on one statement without making it com- 
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plicated. Some of the other advantages of preparing separate cost 
statements are as follows :— 

1. Exact measurements to coincide with the work done can be pro- 
cured much easier; in fact, in some cases it would be impossible to 
obtain measurements where various processes were involved in the one 
unit. Take concreting, for instance. To obtain the total cost of a cubic 
yard of concrete, quantities and amounts of items 2, 3, and 4, on each 
statement would have to be taken into account.. If they did not coincide 
at the time the cost period ended, it would be difficult if not impossible 
to obtain reliable costs. On a job of any magnitude it would be very 
unlikely that the various items would coincide. 

2. The statements themselves are much easier to prepare. 

3. The preliminary work with regard to the statements can be more 
conveniently arranged. Separate ledgers for labour, material, and 
plant and stores can be kept. This facilitates posting, etc. 

4. The statements can be prepared at different intervals, in accord- 
ance with their relevant importance. The labour statement is gener- 
ally regarded as the most important, so this could be prepared bi- 
weekly, and the other two statements monthly. In order to distribute 
the office work entailed, the labour and material statements could be 
taken out one fortnight, and the labour, and plant and stores the next. 
If in order to watch some special expenditure (of labour, for instance), 
a statement were required between the regular intervals, it could be 
taken out much more expeditiously, because the statement would be 
taken out in the ordinary way. 

On the other hand, nothing is lost by not combining the statements, 
because their chief purpose is to compare actual and estimated costs. 
If, however, combined costs are required, seeing that the items re- 
ferring to the one job are given the same number on each statement, 
they can be quickly picked out, so it is just a matter of adding the 
figures. 

With regard to the other points which the management needs to 
be informed about, I think the statements will speak for themselves, 
except perhaps the section, “Position at end of job if present costs 
continue.” These figures are computed by taking the difference be- 
tween the Actual Cost To-date Per Unit, and the Estimated Cost Per 
Unit, and multiplying it by the total estimated number of units. These 
figures gradually give a more and more accurate forecast of the final 
position. They are valuable for two reasons. First, they act as a 
danger signal if the position is not favourable. Second, they assist 
in determining the financial position of the business, that is, the 
amount of capital required, and the distribution of profits. 

It should be remembered that the costing is futile if it is not accurate, 
and promptly available. 

How the Actual Costs are Obtained 

Labour.—In addition to keeping a time book for the purpose of 
ascertaining the wages to be paid to each employee, each ganger dis- 
sects daily the time over the various items of work performed. If 
the reader examines the accompanying “Ganger’s Daily Wages Dis- 
section” (Figure 4), he will see how this is kept. The time-keeper then 
inserts the various rates applicable, makes the extension, and enters 
the amounts (hours and money) in a dissection summary book. This 
summary is balanced with the time book. At the close of the cost 
period the total of the wages is posted to the General ledger, and the 
dissected amounts to the relevant accounts in the Cost ledger. Although 
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each item is given a number for the purpose of saving time writing out 
the full title of the item, it is a wise practice to let the gangers describe 
the work in their own words, as they are not usually adept at clerical 
work, and therefore may not understand what an item is meant 
to cover, even although it is clearly defined. 





No. of Total 
Classification Men Description of Work Ordinary 
Hours 





Ganger a Excav. Earth, Abutment 4 
Excavators 

(earth) Excav. Earth, Abutment 
Ganger a Excay. Rock, Abutment 
Machinemen Excav. Rock, Abutment 
Powder Monkey Excav. Rock, Abutment 
Barrowmen .. Excav. Rock, Abutment 
Excavators 

(rock) és Excav. Rock, Abutment 


























Fic. 4 


Material—tThe charges for material are derived in the usual way 
from the stores issued clerk. 

Plant and Stores—With regard to plant hire there is one point 
which may be worth mentioning. The depreciation figure can be fairly 
readily obtained, so also can the fuel costs, but the amount for repairs 
is generally difficult to assess. The aim here is to spread evenly the 
cost of repairs over the time the machine is in use. If an estimate 


of the cost of repairs per hour the machine is in use is made, then the 
appropriate amount is charged each period to the plant and stores 
account in question, and credited to a suspense account. The repairs 
are then charged to the suspense account as they occur. 


Measurements 


The quantities necessary to compile the statements are obtained by 
arranging for the gangers and foremen to prepare various returns 
showing all the information which is required. 


It Pays to Keep Detailed Costs 


With regard to a large contract it is almost imperative to employ 
some sort of a costing system, because otherwise it is nearly impossible 
to gauge the financial position of the undertaking until it is almost 
finished; but it pays to instal a detailed system for the following 
reasons :— 

1. It is the detailed costing which helps to discover faulty material, 
inefficient personnel, and unsatisfactory working methods. Very often 
it is found that high costs of construction are due to the accumulation 
of small things having little significance separately, and which, gener- 
ally speaking, are the outcome of unintentional disregard for the 
importance of minor matters. 

2. Unless detailed costs are kept, the management can be dissatis- 
fied with the job as a whole only, and therefore may find it difficult 
to approach the foreman responsible on the matter. If the foreman 
is told that his results are not satisfactory unless definite facts are 
placed before him indicating just where the leakage is occurring, he 
may not be convinced that the leakage really exists. He may think that 
he, being in close touch with the job, knows more about it than the 
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management, and may not appreciate being spoken to in that strain, 
with the result that no improvement may result. If, on the other hand, 
segregated costs are kept, the management can approach and convince 
the foreman more easily, and the foreman will feel that it is his duty 
to rectify matters. 

3. Inefficiency can be detected and dealt with immediately. In the 
absence of detailed costs, the management may delay taking action until 
it feels sure of its ground. This delay would involve money. 

4. The moral effect of the whole personnel of the business is pro- 
nounced, resulting in speeding up of work, and greater efficiency in 
every department. This not only leads to greater economy, but results 
in increased satisfaction to all concerned. Men are proud to work for 
a concern which requires a high standard of efficiency. Nothing is 
so demoralising to a man as to know that his energies are misdirected. 
Another thing that men appreciate is to know that their services will be 
duly rewarded. A good costing system assists materially in enabling 
this to be done. So it will be seen that in addition to the valuable 
information which a good costing system supplies, its very existence 
gives incentive to those concerned, and thus promotes efficiency. 


Small Contractors can Benefit by Keeping Detailed Costs 


Many small contractors think that the saving to be effected by the 
installation of an efficient costing system will not justify the expendi- 
ture involved in its operation. They consider that because they are 
conversant with everything that takes place on the job, they can 
rely on their supervision to keep down costs, and thereby fulfil them- 
selves the chief purpose of the costing, viz.: the detection of inefficiency. 
This being in constant contact with the job may not be such an advan- 
tage as may first appear, because the contractor being so familiar with 
the job might not notice little inefficiencies creep in, whereas if he has 
a good costing system in operation he is constantly faced with hard 
facts. Besides this, he enjoys the other benefits, already referred to, 
which an efficient costing system provides. 





A Formula for ascertaining the required Rate of 
Depreciation by the Diminishing Value Method 


By L. W. CHANT, F.I.C.A. 


Where the diminishing value method of depreciating an asset is used, 
a practical difficulty is encountered in ascertaining the required rate 
of depreciation to write down the asset to scrap value within the desired 
period. 

The rate when ascertained is often found to be much higher than 
would have been thought necessary from a cursory examination of the 
problem. 

The following is a formula by which the required rate may be 
ascertained :— 

Let initial value be £P 
Let final (write off) value be £X 
Let N = no. years to reach value £X 
Let decrease % p.a. be r% 


r 
Let R= 7p 
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Value at beginning Ist year = 

Pr 

100 
r 


= P(1—R)! 
Value at end 2nd year = P(1 —R) — P(1 —R) X aD 


= P(1—R) —P(1—R)R 
= P(1 —R)(1—R) = P(1—R)? 
Value at end 3rd year P(1— R) 
Value at end 4th year 
Value at end Nth year 
which 
Thus P(1—R)N 


r 
i. eo 
P(1 i002 


Value at end Ist year =P— 


Let P 
x 
N 
20,000(1 — R)?° 


(1 — R) 


am — 20 N/ sion 
20.000 


= 101-7849 — .6994 
Therefore, R = 1 — 0°6094 
= 0:°3906 
r 


Therefore, r = 39:06% 


Say 40% Initial Value .. .. 
Then Value end Ist Year .. . 
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r 


P(1 — i00 


N= X 
P = Principal 

r= rate % p.a. 
X = Write off value 


Now let final value be £200 
P(1—R)¥% —X 
20,000(1 — R)?° — 200 ' 
200 Sts 
a—R” =20,000~ 100 


(1—R) =20 A/% 


= ]()1-90000 

‘7943 

1—-7943 

‘2057 

Therefore, r 20°57% 
20°6% reduces value from £20,000 to £200 in 20 years. 
39:06% reduces value from £20,000 to £1 in 20 years. 


ST yoy 
P(1—)" = X 


Therefore, R 


Hou 


10,000 


10 i 2 13 i4 15 16 I7 18 19 20 
YEARS 
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Incorporation of Proprietary Companies in 
Victoria 
By D. CLaupE Rosertson, B.Com., A.1.c.A., BARRISTER-AT-LAW 


PROPRIETARY COMPANY—INCORPORATION— CONDITIONS OF—NOTICE 
OF INTENTION TO APPLY FOR CERTIFICATE OF INCORPORATION— 
ADVERTISEMENT—‘THE PROPOSED DATE OF APPLICATION’ — 
Companies Act 1938, No. 4602 (Victoria), sec. 26 (8) (a) 


Sec. 26 (1) (a) of the Victorian Companies Act, 1938, sets out the 
restrictions, limitations and prohibitions required to be included in the | 
memorandum of association of a proprietary company, and sub- 
paragraph (b) adds a further qualification to the effect that the 
company “has received a certificate of incorporation in which the 
Registrar-General certifies that the company is a proprietary company.” 
Sec. 17 (1) (h) provides that no company shall be registered by a 
name which contains the word “proprietary” or any abbreviation 
thereof, until and unless the company has complied with all the 
requirements required to be fulfilled by a proprietary company. 

The Registrar-General is required to retain and register the 
memorandum of a public company filed with him and to certify its 
incorporation on such registration and from the date of incorporation 
mentioned in the certificate the subscribers of the memorandum 
(together with other persons who become members of the company) 
are “a body corporate by the name contained in the memorandum 
capable forthwith of exercising all the functions of an incorporated 
company” with perpetual succession, a common seal and power to 
hold lands, but with the prescribed liability on the part of its members 
to contribute to the assets of the company in the event of its winding-up. 
Secs. 12, 13 and 14. 

Sec. 15 provides that a certificate of incorporation is conclusive 
evidence that all the requirements in respect of registration and of 
matters precedent and incidental thereto have been complied with, and 
that the association is a company authorised to be registered and duly 
registered under the Act. 

However, registration of the memorandum is not sufficient in the 
case of a proprietary company. Sec. 26 (8) (a) says that “notwith- 
standing anything in this Act, the Registrar-General shall not certify 
that a proprietary company is incorporated”— 


(i) Unless a promoter or proposed director of the company makes 
application in writing to the Registrar-General for a certificate 
of incorporation of the company; and 

(ii) Unless at least thirty-one days before the proposed date of 
application a notice of intention to apply for a certificate of 
incorporation of the company has been lodged with the 
Registrar-General and advertised; and 

(iii) Unless a caveat has not been lodged with the Registrar-General 
before the proposed date of application, or has been removed 
or withdrawn. 


The forms and particulars are prescribed—Forms Nos. 9 and 10, but 


they do not follow the language of the section. The application for 
the certificate of incorporation is one for “the issue of a certificate’ 
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(Form 9) and the Notice of Intention reads: “I hereby give notice that 
I will on the day of 19 apply to 
the Registrar-General to register the company” (Form 10). 

Must the promoter or proposed director apply to the Registrar- 
General to register the company, or for a certificate of incorporation 
on the date mentoned in his notice of intention? Can the Registrar- 
General refuse to accept the application, even, a day later, in cases 
where no caveat had been lodged before the proposed date of applica- 
tion? Mr. Justice O’Bryan recently dealt with these questions and 
admitted that such an interpretation of the sub-section was “a very 
stringent one,” but thought that any other interpretation might defeat 
the whole purpose of the provisions requiring the prescribed notice. 
The possibility of deferring the date of application for the issue of the 
certificate of incorporation for any period (however long) subsequent 
to “the proposed date” induced him to decide that a fresh notice of 
intention to apply for incorporation and advertisements were necessary, 
if the promoter, or director did not make the application, as proposed, 
even in cases where there was no evidence of any possibility of prejudice 
to any other person. 

Sec. 394 (3) permits an appeal to a judge of the Supreme Court 
sitting in chambers from the refusal under the Companies Act of the 
Registrar-General to register a company or to receive any document 
or any other act or decision. The sub-section says that the judge “may 
confirm the refusal act or decision, or give such directions to the 
Registrar-General in the matter as seem proper, or otherwise determine 
the matter.” O’Bryan, J., said he did not think he had any function 
under this provision “other than to determine whether what the 
Registrar-General has done has been done in accordance with the law.” 
It is submitted that, notwithstanding His Honor’s views on the interpre- 
tation of Sec. 26 (8) (a), that the language of the appellate section is 
couched in sufficiently wide terms to enable a judge in chambers to 
exercise a judicial discretion, and that the circumstances of the case, 
where the omission to register on the proposed date had arisen through 
absence from the city on account of illness, were such that it should 
have exercised in favor of the appellant. Further, the appellant relied 
upon the provisions of Sec. 392 (2) and sought a court order declaring 
that the application for registration on the day after “the proposed 
date” was valid notwithstanding the “defect irregularity or deficiency 
of notice or time.” That, too, is a discretionary power, but His Honor 
said that he was inclined to think that the section was limited to 
proceedings before the court, and that he considered that the promoter 
and proposed director, not having complied with the preliminary 
requirements of Sec. 26 (8) (a), were not entitled to any such relief. 

Notice of appeal against the decision has been given but the appeal 
will not be heard until October, and in the meantime the company in 
question will, no doubt, have been registered upon a fresh notice and 
advertisement. The decision is important by reason of the practice 
of the Registrar-General’s Department in similar instances having 
been upheld. 
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The Cash Budget 
By R. A. HIckIn, A.1.C.A. 


Two guiding principles apply to all budgeting, after the adequacy of 
the sales programme has been determined in order to achieve the 
desired turnover. The first is related to profits, and the second to 
finances. It is with the latter that this article is concerned. 

The detailed budgets relating to sales and expenses have had as their 
objective a definite sales and profits programme, and in practice would 
have been approved by the departmental officers concerned and passed 
by the budget committee, as representing reasonable estimates and 
objectives for the year. It is now necessary to approach the problem 
of forecasting from a different angle, and enquire into the financial 
equipment of the business in view of the income and expenditure 
anticipated as a result of the plans already made. 

Unless there is an adequate supply of cash to finance the budget it is 
folly to attempt to implement it, for an ambitious programme carried 
out without regard to its financial implications has ruined more than 
one good business. It is therefore necessary, before plotting the year’s 
work on the basis of the budgets already dealt with, to set up, from all 
the data available, schedules showing the estimated cash receipts and 
expenditure, to ascertain whether the present or possible finances are 
sufficient to ensure stability if the plans made are carried out. 

In a public company, the ability of the business to raise further 
capital as and when required depends upon the extent of its assets and 
its appeal to investors who may be asked to subscribe to a new issue of 
shares or debentures. The implied right of a trading company to 
borrow on the security of its assets including uncalled capital is one 
of the attractions of the limited company ; in a private business, however, 
it is not quite so easy to raise funds, unless the nature of the operations 
and the character of the proprietors are such as to command confidence. 
Accordingly, it is of first importance that the finances of the business 
should be planned quite as carefully as the sales and expenses. 

The obvious starting-point in planning finances is the amount 
estimated to be receivable month by month from customers in respect 
of sales made or services rendered, together with cash sales. Hitherto 
in articles on the budgets no mention has been made of cash sales as 
there was no purpose to be served in segregating them for any purpose 
other than financial. When planning the finances of a business, however, 
the incidence of cash sales is most important, for they represent present 
return, while credit sales may not be paid for until a month or two later. 
The volume of cash sales in relation to total turnover may easily be 
ascertained from records of previous years’ trading, and on this basis the 
sales estimated for the budget year should be divided into cash sales 
and entered sales. 

It is expected that when preparing the Cash Budget all the others 
will have been finalised, and final figures are available from which to 
estimate cash receipts and outgo. In relation to the sales budget, 
therefore, it will be necessary to prepare a list showing estimated cash 
collections on entered accounts month by month, together with estimated 
cash sales. These should preferably be set out in two columns, and to 
tie up with the sales budget it is desirable that the statement include 
a list of the monthly sales entered to customers’ accounts. Fig. | 
illustrates such a statement. 
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Cash Receipts from Sales for Year Ending 
Month Credit Sales Cr. Sale Receipts Cash Sales 


SE i, irk cn £6,710 £6,475 £3,400 
February .. .. .. 7,115 6,689 3,650 
Sc hishe, ap, oi 6,650 7,075 3,300 
ee 6,400 6,696 3,115 
ae ae 6,150 6,425 3,000 
i ee ee 5,790 6,175 2,750 
ee 5,500 5,826 2,630 
ee 5,310 5,529 2,550 
September .. .. .. 5,465 5,329 2,625 
a 5,750 5,450 2,800 
November .. .. .. 6,055 5,722 2,950 
December .. .. .. 6,375 6,025 3,200 


£73,270 £73,416 £35,970 


Remarks : Balance of £625 owing from previous November. 
Credit Sales in December, £6,500. 
Receipts from credit sales have been estimated on 
basis:— 90% during month after sale, and 
10% in the following month. 


Fic. 1 


The figures shown in the illustration are based on the assumption 
that the average monthly collections against customers’ accounts approxi- 
mate to 90% of the previous month’s sales. Whether this Utopian 
standard is realisable in practice is beside the point as far as this 
discussion is concerned, for the principle is the same no matter what 
the rate of collection. It has been assumed that the sales made in the 
last month of the previous year (December) were £6,500, and the 
balance owing from November, representing 10% of that month’s sales, 
£625. The sum collected in January is thus arrived at by taking 90% 
of the December sales, and adding the amount carried over from 
November ; the 10% balance on December sales is then carried forward 
for collection in February. Naturally, if cash discount is allowed, 
provision should be made for it as a deduction from the estimated 
collections, with a suitable explanatory note. 

In the particular business in which the reader is interested, there may 
be other sources of cash income apart from sales, e.g.: rent received, 
interest or dividends on investments of surplus funds, and so on. These 
should be set out in a supplementary sheet or sheets, in order to present 
a complete list of collections. The information contained in each such 
statement, together with those figures shown in the estimate of receipts 
from sales, should be combined into one form, to show the amount 
received from all sources. Figure 2 is an illustration of this. 

In estimating cash payable, the production and expense budgets should 
be examined carefully, and relevant facts noted. The production budget 
will include particulars of the following items: 


Materials required for manufacture. 
Direct labour costs. 
Indirect expenses. 
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Budget of Cash Receipts for Year Ending........ 





Other Receipts 








Month Total Sales 
(a) (b) (c) (h) 
£ £ £ £ £ £ 
January 
February _ .. ss 
March 
April a ihe 











December 





Total Receipts ae { 
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The first classification of the above will be into: 

(a) Those requiring present payment, and 

(b) Those requiring earlier or later payment. 

As regards materials to be used in production, the detailed schedules 
supporting the Production Budget will show what stocks of the various 
ingredients or items are expected to be carried forward into the budget 
year, and the logical starting-point in estimating cash outlay in con- 
nection with the production requirements is to be found here. For 
example, suppose that the low limit for stocks is three months’ average 
sales, then stocks would be purchased three months from date of use, 
and in most cases paid for the following month. Following the stocks 


Cash Outlay for Production for Year Ending........ 
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through the months of the budget year will show what payments are 
to be made in respect of them month by month, bearing in mind any 
particular facts in connection with various items. 

Direct labour costs are in most cases payable weekly, and may be 
included in the estimate of cash payments as items for which payment 
will be required according to the monthly estimates of direct labour, 
shown in the production budget. 

Indirect expenses include all usual items of factory or works oncost 
or overhead, and need to be considered item by item, to ascertain the 
extent to which payment will be required month by month. 

The Production Budget will also be consulted for information regard- 
ing the purchase of new or the replacement of old plant, and other 
items of a capital nature. 

Fig. 3 is a suggested form for use in compiling the estimates of cash 
requirements for manufacturing operations. It should be remembered 
that behind this statement are the detailed estimates for each expense. 

The columns on the right are provided for expense items, which will 
vary largely in practice; in many cases it would be desirable also to 
show under each expense heading a column for “Budget” as well as 
“Paid” where any considerable portion of the amount represents items 
for which payment is made either earlier or later. 

To pass from the production requirements and review very briefly 
the budgets for administrative and distribution expenses, it should be 
remarked that many of these will also require further classification into 
those which are and those which are not immediately payable, e.g., 
stationery, which is usually bought and paid for months in advance; 
telephone account, the rental being paid in advance and the calls, etc., 
three or six months later; insurance premiums, payable annually and 
distributed over the twelve months of the year; and so on. Equipment 
and furniture requirements will also require to be included, and when 
every item has been thoroughly reviewed and classified it should be 
possible to compile a list of total cash outgo; Fig. 4 shows such a list, 
which should be compared with Fig. 2, showing the total receipts. 

The final step is to relate the total expenditure to the total receipts 
in such a way as to show the estimated surplus or deficiency from month 


Estimated Cash Payments for Year Ending 





Month Total | Produc- | Adver- | Selling | Office 
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Cash Budget for Year Ending .. . 





Month Balance | Total Receipts | Tot. Payments} Inc. or Decr. 





Balance Fwd. 
January 
February 
March 








November 
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to month, thus providing information as to the adequacy or otherwise 
of the financial resources of the concern to meet the obligations of the 
budget year. Fig. 5 shows such a statement, giving the essential infor- 
mation. 

What remains to be done depends upon the results of the comparison 
of cash receipts and expenditure as shown in the Cash Budget. 
Appropriate action will need to be taken to supplement the cash from 
other sources, when it is found that collections of customers’ accounts 
and all cash income from other avenues are insufficient to meet the 
expenditure planned, or to provide that necessary margin for safety 
without which business is a continual hazard. Where it is not possible 
to obtain further funds, the budgets will probably be reconsidered with 
a view to ascertaining to what extent the cash outlay may be reduced 
without suffering a corresponding decrease in return. Perhaps the 
budgeting has been less conservative than it should have been, with the 
result that ambitious programmes have been built upon inadequate 
resources. In such a case it may be found that the solution is to adopt 
more moderate objectives, to concentrate upon immediate return rather 
than to build for the future, and thus ensure a reasonable margin of 
finance throughout the year. It is always better to secure a steady flow 
of income with adequate financial resources, than to endanger the credit 
of the business by inflating expenditure to the point of monetary 
strangulation. 

On the other hand, the comparison may indicate that there will be a 
certain amount of over-capitalisation, in which cases the most profitable 
outlets for surplus finance will be sought well ahead to ensure putting 
the money to the best use. 

The importance of the financial factor is sometimes overlooked by 
the keen business man with his eye on expanding turnover, and it is 
well, to safeguard the future, to insure against disappointment or 
embarrassment by carefully planning the concern’s finances before the 
sales programme is entered upon. The whole purpose of the finance 
or cash budget is to show in advance what the actual position is going to 
be if the sales programme is successful and the expenses are in line 
with the estimates; thus a poor showing in cash should act as a brake 
upon enthusiasm for reckless expenditures, while a satisfactory balance 
revealed in the cash budget will engender that confidence in the 
company’s resources which is a very comfortable background upon 
which to build better business. 
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Legal Decisions of Interest to Accountants 
By J. A. L. Gunn 


RIGHTS OF CUMULATIVE PREFERENCE SHAREHOLDERS 


A New Zealand company’s articles of association gave the holders of 
preference shares, out of the profits of the company, a cumulative 
preferential dividend, computed on the capital for the time being paid 
up on such shares, ranking “pari passu in a winding up both as regards 
capital and dividends, but in priority to the ordinary shares, but not so 
as to confer any further right to participate in profits or surplus assets.” 

In one year there was a net capital loss of £8,500 after eliminating all 
accumulated profits. In subsequent years that capital loss was made 
up by setting off the profits against it. After appropriation of dividends 
in later years to preference shareholders the company went into voluntary 
liquidation. 

After giving credit to the preference shareholders for all dividends 
that should have been paid to them and debiting them with the amounts 
they actually received, the amount of unpaid dividends payable to the 
preference shareholders at the date of liquidation was £4,295/6/4. 

Held, by the New Zealand Supreme Court, that the preference share- 
holders were entitled to payment of arrears of cumulative preference 
dividends down to the date of liquidation in priority to any capital 
payments to the ordinary shareholders of the company. Jn re The 
Finance Corporation of New Zealand Ltd. (in liq.) [1940] N.Z.L.R. 
419. “In this case, there were profits in every year except the one year 
when there was a large loss, so that the question as to whether the 
preference is limited to profits does not arise, because the amount of the 
profits utilized in restoring lost capital in the one year of loss far exceeds 
the amount available for arrears of preference dividend in this case.” 
(Per Blair J. at p. 423.) 





CONTRACT OF EMPLOYMENT INDUCED BY FRAUDULENT 
MISREPRESENTATION OF AGE 


An adult, having obtained employment by a fraudulent misrepresenta- 
tion that he was 19 years of age, and having been paid the rate of wages 
payable to persons of that age, sued his employer to recover the 
difference between such rate and the wages board rate prescribed for 
adults. Held, by the Victorian Full Court, that, having regard to the 
provisions of S. 232 of the Factories and Shops Act, 1928, the plaintiff 
was entitled to succeed, notwithstanding his own fraud, and the 
defendant could not rely upon either a plea of estoppel or a counterclaim 
for damages for deceit. Walsh v. Commercial Travellers’ Association 


of Victoria [1940] V.L.R. 259. 





MINUTES OF PROCEEDINGS 


By the English Companies Act, S. 120 (cf. N.S.W., S. 100; Vic., 
S. 120; Qld., S. 130; S.A., S. 139; Tas., S. 78), the minutes of meetings 
of the company or of its directors are, in effect, made prima facie 
evidence of the proceedings. In Kerr v. John Mottram Ltd. [1940] 
2 All E.R. 629, the company’s articles of association provided that the 
minutes made at the general meeting “shall be conclusive evidence 
without any further proof of the facts therein stated.” 

The minute book and signatures attached thereto were proved. In 
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these circumstances, the English High Court held that, in the absence 
of fraud on the part of the company’s officers, it was not open to a 
party to adduce evidence tending to prove facts inconsistent with those 
recorded in the minute book. 





Tuirp Party RIskKs 


A man of about 20 years was insured against third-party risks in 
respect of a motor car. The policy contained an exception of the “death 
or injury to any member of the assured’s household” carried in the car. 
A claim was made under the policy in respect of an accident to the 
insured’s sister at a time when he was living in his father’s house and 
receiving an allowance from him. The English Court of Appeal 
reversed the decision of the High Court and held that, the exception 
in the policy being ambiguous, it must be construed in the sense least 
favourable to the insurers. Since, in one sense, the insured was not a 
householder, the exception did not apply and the insured was therefore | 
entitled to recover: English v. Western [1940] 2 All E.R. 515. 





ANNUITIES 
A testatrix bequeathed £200 to a daughter and provided for an 
annuity of £200 a year for her husband which was directed to be paid 
out of income. The will contained a power to appropriate an “annuity 
fund,” but this power was not exercised. The New Zealand Court of 
Appeal held (1) that, as the power to appropriate the annuity fund had 
never been exercised, the annuity was charged upon the corpus as well 


as upon the income of the estate; and (2) that, as the estate was 
insufficient to satisfy the actuarial capital value of the annuity alone 
and also the legacy of £200, and there was a conflict between the 
annuitant and the legatee, the proper course was to apply the estate to 
the payment of the legacy and the present actuarial value of the annuity 
with pro rata abatement. In re Breach deceased [1940] N.Z.L.R. 365. 





ConTRACT BY COMPANY WITH MANAGING DIRECTOR 

S. was Appointed Managing Director of S.F. Ltd., for a period of 10 
years, the agreement being dated December 21, 1933. The articles of 
that company, as they existed on that date, gave power to the company 
to appoint one of the directors as managing director, and provided that 
the managing director should be subject to the same provisions as to 
removal and resignation as those to which the other directors were 
subject but “subject to the provisions of any contract between him and 
the company.” In April, 1936, S.F. Ltd., adopted a new set of articles, 
owing to F.F. Ltd. having acquired financial control of S.F. Ltd. The 
new articles gave power to F.F. Ltd., to remove from office any 
director of S.F. Ltd. On March 25, 1937, F.F. Ltd. removed S. 
from his office of director of S.F. Ltd., and his appointment as 
managing director ipso facto terminated. The House of Lords has held, 
by majority, that the removal of S. from his office of director by § 
F.F. Ltd., under the altered articles was a breach of contract on the 
part of S. F. Ltd., [1940] 2 All E.R. 446. The editorial note states 
that the opinions of the majority of the judges would seem to support 
the proposition that if A (S.F. Ltd.) gives a general power to B 
(F.F. Ltd.) and B uses that power in a particular instance to alter the 
position of C, then, if C is a person having a contract with A, and the 
effect of the particular exercise of the power by B is to bring about a 
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breach of the contract between A and C, A is liable to C for breach 
of that contract. It should be observed that the House of Lords held 
that the alteration of the articles was not in itself a breach of contract. 





SuNDAY TRADING IN VICTORIA 

The Victorian Police Offences Act, 1928, contains a provision that 
helps to make a Sunday in Melbourne a very pleasant experience. 
Section 50 of that Act provides that distributing a newspaper is deemed 
to be trading or dealing within the meaning of S. 49, which makes trading 
or dealing on Sunday an offence. The Victorian Supreme Court has 
recently held that the free distribution of a newspaper on a Sunday is 
not an offence within S. 49. Stehn v. Minogue [1940] V.L.R. 320. 


NATIONAL Security (CapiTaL Issues) REGULATIONS—ORDERS 
oF EXEMPTION 


The Commonwealth Gazette, No. 97, of May 30, 1940, published the 
following orders of exemption :— 

(1) Exempt from the application of regulation 7 (1), every mortgage 

or charge given— 

(i) to secure repayment of a loan made bona fide to a client or 
customer in the normal course of business by a person who 
is a member of a Stock Exchange in Australia provided 
that— 

(a) the loan is repayable on demand; 

(b) the rate of interest payable in respect of the loan does 
not exceed Six pounds per centum per annum; and 

(c) the amount of such loans so given and outstanding at 
any time in respect of any one client or customer do 
not exceed Three thousand pounds. 

(ii) (a) to the Rural Reconstruction Board constituted under 

the Farmers’ Relief Act, 1932-1939, of the State of 
New South Wales; or 

(b) to the Farmers’ Debts Adjustment Board constituted 
under the Farmers’ Debts Adjustment Act, 1935, of 
the State of Victoria. 

Regulation 7 (1) provides that a person shall not, without the consent 
in writing of the Treasurer, issue any securities or mortgage or charge 
the whole or any part of his property or assets. 

(2) Exempt from the application of regulation 7A (limitation of 
interest on certain unsecured loans), every partnership com- 
prising persons who are members of a Stock Exchange in 
Australia. 





Book Reviews 
Commonwealth Income Tax, Supplement No. 2: J. A. L. Gunn. Butter- 
worth & Co. (Aust.) Ltd., 1940. Pp. 36. Price 4/-. 

Mr. Gunn’s students’ book on Commonwealth income tax was pub- 
lished in July, 1938. Supplement No. 1 was issued shortly afterwards 
to cover the amendments made by the Income Tax Act, 1938, No. 39, 
and the Income Tax Assessment Act, 1938, No 46. Supplement No. 2 
incorporates Supplement No. 1 (except in so far as the matters therein 
dealt with have been further amended) and the changes as a result of 
the passing of the Income Tax Acts of 1939, No. 31, and 1940, No. 18; 
and the Income Tax Assessment Act, 1939, No. 30, and 1940, No. 17. 





90 THE AUSTRALIAN ACCOUNTANT SEPT, 


The supplement is so arranged—by the use of a numbering of subjects 
in accordance with the numbers in the main volume—that it can easily 
be read in conjunction with the main volume, and the index to the 
main volume serves also as an index to the supplement. Thus the book 
has been brought right up to date and includes all the changes in 
Federal income tax legislation which will operate in respect of the 
income year 1939-40. The supplement will be indispensable to students, 
for it has been specifically provided by the Board of Examiners of the 
Commonwealth Institute of Accountants that the prescription of the 
book, as covering the scope of the subject of Federal Income Tax Law 
and Practice, includes all supplements as issued. But the book and 
the supplement are not useful to students alone. Many busy prac- 
titioners will find it invaluable as a means of quick reference in cases 
where it is unnecessary to delve deeply into the finer points of the law, 
such as are dealt with in the standard text-books. The supplement is 
written with Mr. Gunn’s customary clarity and precision: those who 
know his work will need no other assurance of the usefulness of this 
volume. A.A.F. 





Dicksee’s Auditing: Sixteenth Edition: Stanley W. Rowland. Gee & 
Co. (Publishers) Ltd., London, 1940. Pp. xx + 1,171. Our copy 
from The Law Book Co. of Australasia Pty Ltd. Australian Price, 
34/6. 

The first edition of 1000 copies of this justly famous book appeared 
in 1892. In that year the membership of the Institute of Chartered 

Accountants in England and Wales amounted to 1876. To-day it is 


more than 13,000! It is no exaggeration, therefore, to say that the 
years during which Dicksee’s Auditing has passed from the first to the 
sixteenth edition cover practically the whole history of the auditing 
profession in England. That it should have held its pre-eminent position 
as an auditing text over that long period is amazing; that the editor 
of the sixteenth edition should have found it possible to adhere so 
closely to the original structure of the work is a tribute to the extra- 
ordinary vision of Professor Dicksee and to his insight into the funda- 
mental basis of auditing work. 

Mr. Rowland has, indeed, been at pains to reconcile his sentimental 
regard for what Dicksee wrote with the alterations necessitated by 
considerations of “the increasing complexity of modern financial and 
industrial organisation and of the concurrently increasing responsibility 
which must be assumed by the auditor.” Even here he has taken his 
cue from Dicksee’s sub-titlke—‘A Practical Manual for Auditors”— and 
there can be no question that the sixteenth edition satisfies that criterion, 
as did the first and all the others in their day. 

It is a fascinating and enlightening pastime to trace, as I have tried to 
do, some of the more important changes in the text. As to the structure 
of the book, there has been surprisingly little alteration. The chapter 
headings are substantially the same to-day as they were twenty years 
ago. (My earliest edition is dated 1919.) The two appendices of 
Statutes and Legal Decisions have been brought up to date—and greatly 
expanded in the process. But it is in the textual alterations rather than 
in the ground plan of the work that the changing emphasis in auditing 
responsibilities and auditing technique can be traced. 

Generations of accountants have had good reason to be grateful to 
Dicksee. So long as future editions are in such competent hands as those 
of Mr. Rowland, generations to come will be numbered among the 
blessed. A.A.F. 
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Further Suggested Amendments to the Sales Tax 
Assessment Acts 
By H. R. Irvine, a.c.a. (Aust.), A.c.1.s. (ENG.) 


In the August issue of the Journal, the provisions of the Sales Tax 
Assessment Acts relating to objections and appeals were reviewed, and 
certain amendments to the Acts were suggested. 

The adoption of those suggestions would go a long way towards 
removing some of the more objectionable features of the SalesTax 
Acts, and the legislation promised by the Treasurer is still awaited with 
interest. 

Refunds of Tax Overpaid 

Another provision in the law which has caused considerable annoyance 
to taxpayers relates to the question of refunds of tax overpaid. Section 
26 (1) of the Act provides that :— 

“Where the Commissioner finds in any case that tax has been 
overpaid and is satisfied that the tax has not been passed on by the 
taxpayer to some other person, or, if passed on to some other person, 
has been refunded to that person by the taxpayer, the Commissioner 
may refund the amount of tax found to be overpaid.” 

This is obviously a necessary provision of any taxation measure and 
it appears to be so clearly expressed that one would hardly visualise 
a taxpayer’s rights being refused. And yet, in the administration of 
this section, the Department has contended that, prima facie, the tax 
paid has been passed on to purchasers if the subject goods have been 
sold at a profit! When the Department brings such a mind to bear 
upon the clearly expressed provisions of this Act, how is it possible for 
a taxpayer to “satisfy” the Commissioner that the tax has not been 
passed on? 

The law does not contain any provisions for objections and appeals 
from the decisions of the Commissioner to disallow claims for refund, 
and a request for an amendment to the Act to allow such right of appeal 
was made by the deputation from the Taxpayers Association of New 
South Wales, referred to in the article appearing in the August issue of 
the Journal. 

In replying to the representations of the deputation in connection 
with this matter, the Treasurer has stated that the Commissioner 
emphatically denies the assertion that unless the taxpayer sells at a loss 
he has no hope of recovering from the Department any tax overpaid. 

The Treasurer also stated :— 


“In respect of every wholesale sale, Section 70C of the Sales Tax Assessment 
Act (No. 1) 1930-1936 requires the amount of the sales tax payable thereon to 
be separately stated upon the invoice. In these cases it is at once apparent that 
sales tax has or has not been passed on. The position is not so clear in regard 
to retail sales, as in those cases separate invoicing of tax is not required. In 
determining whether or not tax has been recovered from the purchaser in those 
cases, the Department has regard to the facts of each individual case. It has 
no general policy for application to all cases. Some of the factors regarded by 
the Commissioner as relevant to the question are— 

(i) a differentiation in the price when goods are sold under conditions which 
make them taxable as compared with the price when sold for exempt 

_.. Purposes ; 

(ii) a differentiation in price following a change in the rate or the incidence 

... of the tax; 

(iii) evidence as to the cost elements and profit ratio taken into consideration 

in fixing the sale price; 
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(iv) the fact that the sales are made at prices competitive with and comparable 

with wholesale sales exclusive of tax. 

“It is considered by the Commissioner to be not unreasonable, after nine years 
of operation of the sales tax, to regard it as an axiom that, in the ordinary course 
of selling, sales tax as an item of cost is included in the normal price for which 
goods are sold. Indeed that is the intention of the scheme of the law. It follows 
that some evidence of the exclusion of tax from the selling price must be 
available before anyone could be satisfied that the tax had not been passed on.” 


So far as I am aware, the deputation (of which I was a member) 
did not assert that unless a taxpayer sells at a loss he has no hope of 
recovering any tax overpaid. The statement was, I think, made that 
the Department has contended that, prima facie, the tax paid has been 
passed on to purchasers if the subject goods have been sold at a profit, 
and therefore a refund is not permissible under Section 26 (1). 

On numerous occasions I have been personally advised by various 
officers of the Department that this is the Commissioner’s ‘contention, 
although the official reply has usually been to the effect that the 
Commissioner has not been “satisfied” that the tax overpaid has not 
been recovered! It is difficult to visualise what “evidence of the 
exclusion of the tax from the selling price” (as mentioned by the 
Treasurer) could be available, particularly in the cases of fluctuating 
selling prices according to market conditions. 

The Treasurer has indicated that it is not proposed to amend the 
law so as to grant a right of objection and appeal from decisions to 
disallow claims for refund. This decision is regrettable and almost 
incomprehensible because, if the Commissioner’s decision to refuse a 
refund in any particular case can be justified before some independent 
authority, it is not evident why there should be any hesitancy to allow 
taxpayers the right of appeal to such an authority. 


Penalties for Breaches of Law 


The Treasurer has himself brought under notice the fact that no 
right of objection exists at present in regard to amounts of additional 
tax imposed for various breaches of the Sales Tax law. In these 
matters the law fixes the maximum amount of additional tax charge- 
able and the Commissioner is vested with a power of remission of the 
additional tax or any part thereof for reasons which he thinks sufficient. 
The Income Tax Assessment Act, however, gives the Board of Review 
power to review the Commissioner’s decisions relating to remission of 
additional tax for late lodgment of returns, for omission of income or 
for overclaiming of deductions in respect of amounts exceeding 10% 
per annum. 

The Commissioner has indicated that he has no objection to affording 
similar rights under the Sales Tax law and the Treasurer has stated 
that the suggestion will receive the consideration of the Government 
when a favourable opportunity for amendment of the law arises. 

The comprehensiveness of the Treasurer’s reply to the deputation’s 
representations indicates not only a commendable departure from what 
appears to have been the usual procedure in dealing with deputations, 
but also a personal interest by the Treasurer in the various matters 
raised. If that interest were translated into action along the lines 
suggested, there is no doubt that the result would be very gratifying and 
reassuring to the large numbers of taxpayers who are making an 
honest endeavour to comply with their obligations under what is perhaps 
the most complicated taxation legislation in Australia. 
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Monthly Quotation of Certificates 


There is no doubt that considerable difficulty is experienced by many 
taxpayers in obtaining quotations of certificate in the prescribed form, 
and the present system often interferes with the harmonious relations 
between vendor and purchaser. 

Under the Sales Tax Regulations, a registered person may, with the 
approval in writing of the Commissioner or Deputy Commissioner, 
quote his certificate once during each month in respect of the whole 
of his purchases of goods during that month from another registered 
person (see Regulation 17 (1) ) except goods in respect of the purchase 
of which he is not required by the Regulations to quote his certificate. 

The Commissioner has stated (paragraph 263 of “The Sales Tax 
Law 1930-1938”) that this concession will be granted only in those 
cases where the daily quotation of certificate is impracticable or imposes 
undue hardship. It is not intended, moreover, that the concession shall 
be general in its application to each business, but that the monthly 
quotation of certificate shall be restricted to transactions between one 
registered person and another registered person from whom the former 
makes frequent purchases involving a quotation of certificate. 

There seems to be no reason why the Commissioner should not permit 
an extension of the system of monthly quotations of certificates instead 
of requiring taxpayers to obtain quotations for each individual order 
or delivery of taxable goods. Here is an instance where the admini- 
stration could, without sacrificing the revenue, greatly minimise the 
work, expense, and annoyance caused to taxpayers in having to obtain 
individual quotations, and at the same time do away with one of the 
most commonly expressed objections to the present system of Sales Tax. 


Discount for Prompt Payment of Tax 

A further objection to Sales Tax has always been that sales taxpayers 
act as unpaid collecting agents of the Government, and there is a lot 
to be said for that contention. Whilst the tax is, generally speaking, 
passed on to retailers, those purchasers, it is claimed, obtain the 
advantage of their usual profit on a tax-inclusive cost price. 

These objections could be largely overcome by the granting of a 
discount for prompt or early payment of the tax, as is done in New 
Zealand. 

Representations in this direction have already been made to the 
Government but the then Treasurer stated, in reply, that “a flat rate of 
discount for prompt payment, or in recognition of expense involved in 
connection with the tax, would be more than fair to some and insufficient 
to recompense others. . . . There is some justice in the claim for a 
discount but, every phase of the matter having been considered, the 
Government regrets its inability to take action in the matter.” 

As the incidence of the tax does not fall equally on all sections of 
the community, or even upon those taxpayers who are registered, it is 
to be regretted that the Government cannot follow the example of the 
New Zealand Government in this matter. 


Goods Sold on Terms, Leased, etc. 


As stated previously, one of the objections to Sales Tax is that, 
generally speaking, the sales taxpayer is required to pay his tax before 
he receives payment for the goods in respect of which the tax is payable. 

In cases where goods are sold by a registerec person on “terms,” 
payment of tax is required in full having regard to the amount for 
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which the goods would have been sold outright for cash, notwith- 
standing that only a deposit might have been paid. 

In relation to the total taxable transactions, the number of sales of 
this nature is comparatively small, but the present position undoubtedly 
causes hardship in many cases, and the law might well be amended by 
adopting the Canadian practice of requiring payment of tax “pro tanto 
at the time each of such instalments falls due.” Leased goods should 
also be similarly dealt with in cases where periodical payments are 
made over the perod of the lease. 


Conferences with Taxpayers 


The present Sales Tax legislation is fast becoming like the proverbial 
patch-work quilt, due, of course, to the numerous amendments which 
have been made to the nine Sales Tax Assessment Acts, the nine Sales 
Tax Rates Acts, the Sales Tax Procedure Act, and the Sales Tax 
Exemptions Act. 

Those amendments are also responsible, to some degree, for some 
of the anomalies in the legislation and, in my opinion, an inestimable 
benefit would accrue to the Department and to taxpayers if, as a gesture 
of goodwill, conferences were arranged periodically between repre- 
sentative bodies of taxpayers and the administration, with a view to 
discussing difficulties arising from the operation of the present law, 
and suggested amendments thereto which it is considered desirable 
should be made. This course would be much more preferable to that 
at present adopted of making amendments from time to time consequent 
on difficulties and anomalies experienced in administration, only to find 
that those amendments in their turn have created more difficulties and 
anomalies. 





The Gold Myth 


By STANLEY F. ALLAN, F.c.A. (AusT.) 





That mythical, illusive, and rarely seen thing we call gold, what is its 
function in world affairs, who controls it, for what purpose and in whose 
interest? These are the questions the peoples of many nations are 
asking. 

Sir Henri Detering, an Industrialist of world-wide influence and 
late Director of the Royal Dutch Oil Co., speaking of gold, said—‘“Thus, 
a product which is not absolutely necessary to the world is produced at 
more than twice its labour value, whereas grain, an absolutely necessary 
product, is allowed no profit just because it is measured by this absurdly 
high gold standard value.” “One cannot help asking,” he writes, “has 
the world become so obsessed by the gold mentality that it fails to grasp 
this absurdity ?” 

Mr. Stephen Leacock, a Professor of Political Economy, was discuss- 
ing this question of gold and earmarked gold, and suggested it would 
be a very useful and economical step if the nations of the world should 
stop trying to get the gold out of the ground. “The obvious thing to 
do,” he said, “was for the nations to agree that in the mines of South 
Africa, for example, there were fifty tons of gold, valued at a certain 
number of pounds sterling. Instead of going to all the effort of digging 
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it out of the ground and carting it to England, or of earmarking it in 
yaults, leave the gold in the ground.” 

Sir A. C. Davidson, General Manager of the Bank of N.S.W., when 
speaking to the Commonwealth Institute of Accountants in March, 
1937, said—“If we have not reached it already, we have got very close 
to being in the humorous position of digging gold out of one part of the 
surface of the earth and burying it in another.” 

There is a story told of two shipwrecked mariners on a raft in mid 
ocean perishing for want of food and water, when one, with great 
enthusiasm, discovered he had a pound note in his pocket, and exclaimed 
—‘“Mate, we are now saved.” 

America is very much in the same state to-day due to her hoarding 


| most of the world’s gold and thus living in a fools’ paradise. 


In the end it’s food, clothing and shelter the people want, as they 
cannot eat the yellow metal. 

It is a strange, yet tragic, paradox, that just before the present war 
America had over 21 millions of her people dependent on Government 
relief—rich in gold and in her capacity to produce goods and services 
but bankrupt in her capacity to adequately distribute the plenty—and 
we are in a like position. America has housed in Fort Knox Ky. 
depository over 10 billions of gold, and that eminent economist, William 
Trufant Foster, Director of the Pollak Foundation for Economic 
Research, says that “The monetary gold in the United States would 
serve the country’s monetary needs just well if half of it were used to 
put rings in the noses of all the wild men and women of Africa. As it 
is, what the world is now doing with its treasures of gold is merely a 
comedy of errors.” 

In Great Britain during 1914 the Gold Myth was surely exploded for 
all time when the people having been previously promised gold in 
payment of their deposits woke up to find the Banks settling their 
depositors’ claims with Government created notes (just as good as 


| gold). Since then we have been made to believe that Banks can meet 


their depositors’ claims in cash (notes and coin) which is but a con- 
tinuation of the Money Trick under another guise. 

Economist W. T. Foster goes on to say: “How could we expect 

anything else in the future if our currency were on a gold basis, or a 
silver basis, or a basis of gold combined with silver, or, for that matter, 
on any other kind of commodity basis? The supply of circulating 
purchasing power in the United States is determined now chiefly by 
the action of individual Banks in creating bank credit, since, as every- 
body knows, over 90 per cent. of the circulating purchasing power of 
the United States is in the form of checks on bank deposits and not in 
the form of coins or printed money.” The same applies to England and 
the British Dominions. 
_ “Why all this fear of a managed currency?” he says, “Every currency 
isa managed currency. It does not just happen. The only question is 
whether currencies shall be managed intelligently, or as we have 
managed them throughout the world for many generations.” 

“The choice,” he says, “before each nation is between a system which 
certainly has gone wrong, over and over again, and one which possibly 
might go wrong. We should create, by collective action, enough currency 
and credit to enable consumers to spend enough to enable producers to 
operate machines and employ workers. We should not weakly delay 
action because there is a possibility that if we created enough money for 
the purpose, we might create too much.” 
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“Why do we have depressions?” asks the man in the street. 
unorthodox lay economist has replied— 

“Hard times is a period when people quit feeding the cow, and wondef 
why she gives less milk.” 

The cows of the business world, Local Government bodies, Hospital 
and our Education System, are now suffering from monetary mz 
nutrition. Why is it necessary? Why do we in Australia need tg 
borrow this Social Debt Money at interest and thereby pawn ouf 
present and future wealth? : 

That’s the question the people must ask of their political rep 
sentatives and demand action to right these economic fallacies—and ge 
rid of these monetary make-believes—these Gold Myths. 
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